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A Banker’s Diary 


[Ir Sir John Simon’s second war Budget offers a safe- 
guard against inflation, this is to be found not in any of 
his actual fiscal measures but in the pro- 
Dividend posal to limit dividend payments to their 
ee pre-war level. Increases in existing taxes 
en are expected to yield no more than £101 
million. And it is unlikely that the pro- 
posed sales tax on non-essentials can make any substan- 
tial inroads into the yawning deficit of £1,432 million 
which remains to be cov ered by borrowing, even after 
the Chancellor has chosen to estimate expenditure at the 
remarkably low figure of £2,667 million. Nothing is 
more certain than that voluntary savings in the ordinary 
sense, even when supplemented by considerable drafts 
upon capital through the use of exchange reserves 
and depletion of c ommodity stocks, cannot hope to yield 
anything like this figure. On the other hand, inflationary 
tendencies may be appreciably slowed down if com- 
panies are prevented from distributing their excess war 
profits and given no alternative but to invest these in 
Government loans. The latter proviso, however, 
demands that the strictest supervision should be exer- 
cised over physical capital investment through the 
Ministry of Supply’s control of raw materials. The 
restriction of dividends can hardly be welcome to the 
City. But it becomes far less unpalatable when regarded 
as an alternative to a possible increase in the rate of 
E.P.T. which might otherwise have been necessary. The 
profits are at any rate retained for distribution at a later 
date, instead of being taxed away. Shareholders, in fact, 
benefit in exactly the same way that wage-earners might 
have benefited from the Keynes's sc heme for compulsory 
savings. Indeed it is somewhat ironical that on precisely 
the same occasion that he rejected Mr. Keynes’s plan - 
deferred pay, the Chancellor should have adopted « 
closely analogous plan for deferred profits. Now that the 
point of principle has been conceded, it may even be 
that the ultimate adoption of the Keynes’s plan has 
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actually been brought nearer—though not near enough, 
unfortunately, to achieve its main purpose. 


THROUGHOUT the first half of the month the credit position 
was dominated by the pending instalment due on April 15 
of go per cent. on the new £300,000,000 

Easy Credit War Loan. At the turn of the financial 
Despite War year the initial 10 per cent. instalment, to- 
Loan gether with prepayments under discount in 
Payment respect of the final instalment, had brought 

in subscriptions totalling £99 million. In 

the first fortnight of April prepayments under discount 
amounted to a further £73 million, leaving £128 million 
outstanding on the actual instalment date. Though the 
actual transfer from the market to the Exchequer would 
be reduced by public department subscriptions to the 
loan, the easy credit conditions preserved throughout the 
operation were a remarkable tribute to the technical skill 
of the authorities. On the actual instalment date, and 
on the succeeding days when country cheques were still 
in process of clearance, credit was more than usually 
abundant and some banks were actually buyers of bills. 


NEVERTHELESS, this result was not achieved without 

careful preparation. While the release of credit from 

public accounts was assisted by a current 

me revenue deficit of the order of £25 million 

Manausanet weekly and by the repayment each week 

of £15 million of tender Treasury bills, the 

authorities took care, as will be seen from the following 

table, to raise bankers’ balances to the exceptionally high 
figure of £1239 million : 

ANALYSIS OF BANK RETURNS 


Public Bankers’ Government Notes in 
Deposits Deposits Securities Circulation 
£ mill. £ mill. £ mill. £ mill. 
March 27 - 43:1 98-0 134:2 5431 
April 3 ‘ 22°4 120°8 137-6 542-4 
, 2 - 22:9 1239 137:2 539°4 
~ a 28-7 1150 129°4 537°5 
, 24 i 40°7 103'4 130°6 5371 


In addition there is no doubt that the final transfer 
was facilitated by official purchases on a large scale of 
H 
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short-dated bills direct from the clearing banks. Cer- 
tainly the banks cannot have been required to allow their 
cash ratios to fall even temporarily much below the 
conventional ro per cent. minimum, for bankers’ deposits 
in the return dated April 17 showed a decline of no more 
than £89 million to the still very comfortable level of 
£1150 million. In the circumstances the net immobiliza- 
tion of only £58 million on public deposits is amazingly 
slight, and the extreme ease of credit is the more remark- 
able in that the credit base was reduced during the 
critical week to the extent of £61 million. 


SUBSCRIPTION of the initial £100 million to the War Loan 

during March had a barely perceptible effect on the 

volume of bank credit, the funding effects 

on of the operation being largely swamped by 

‘ich, the high level of G t dit 

Slight gh level of Government expenditure 

in the final weeks of the financial year. As 

will be seen from the table below, the money market 

assets of the clearing banks showed a combined fall of 

£250 million which may be attributed almost entirely 
to the funding operation : 


CLEARING BANK RETURNS 


March Change on Change on 

1940 month year 

£ mill. £ mill. £ mill. 
Deposits .. 7 2,363°3 - 23 + 211-1 
Advances es 1,006-2 + 64 + 176 
Investments ie 611-3 + 27 + 03 
Bills “a a 335°7 —I7-4 +1454 
Call money nr 1415 —- 76 + OF 
Cash at oa 248-6 + 13 + 16-2 
Items in course of 

collection és 851 +122 + 283 
%o Jo Yo 

Cash to deposits . . 10°52 + 0-07 — 038 


To the extent of £91 million, however, this was offset 
by an expansion in the main earning assets, advances 
and investments; while a further offsetting influence was 
an expansion of £122 million in items in course of col- 
lection. Deposits, artificially inflated by this large turn- 
over of funds on the final day of the quarter, thus showed 
a decline on the month of no more than £233 million to 
£2,363 3 million. Over the year, however, the expansion 
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now amounts to £2111 million. From the very small 
net movement in investments and advances it is clear 
that bank subscriptions to the new loan on their own 
account must have been small (bank support would, of 
course, have been desired only in the event of a dis- 
appointing public response) and that there can have been 
little demand on the part of the banks’ customers for 
temporary accommodation at the special rate offered of 
3 per cent. 


DurinGc the month the Treasury has issued a second 
vesting order taking over a further 117 American 
securities. As in the case of the first order 

More Dollar it is difficult to discern any logical principle 
Securities underlying the choice of securities. On this 
Called Up occasion, however, the list includes a num- 
ber of the leading counters, such as US. 

Steel and Chrysler, and market estimates of the total 
holdings affected therefore range around £50 to £60 
million, as compared with £25 to £30 million under the 
first order. Since British sales of securities in American 
markets were returned at only $95 million for the first 
three months of the war, when the incentive to take the 
exchange profit and switch into depressed domestic 
securities was at its height, it is clear that the Treasury 
is taking over these dollar stocks at a rate greatly in 
excess of its current realizations. This policy seems to be 
justified, since the more stocks are in Treasury hands the 
more effectively can a smooth rate of liquidation be 
maintained and disturbances to the market minimized. 
The steady conversion of these assets into dollars is 
clearly desirable in the national interest. For although 
the sale of securities must reduce our income from 
abroad and so—unlike gold losses—tend to depress our 
standard of living, the over-riding consideration is that 
it is gold which has always commanded an unlimited 
market and must therefore be kept in reserve for a real 
emergency. Payment for this second batch of securities 
will be affected on April 29 and should both ad- 
minister a useful stimulus to stock markets due to the 
reinvestment of the proceeds and also mark the turning 
point in the trend of the tender Treasury bill issue. From 
a peak of £811 million on February 3 this had declined 


H 2 











70 THE BANKER 





by April 27 to £671 million. Throughout this decline, 
discount rates have been held down to the merest frac- 
tion over the money rate of 1 per cent. Demand for 
bills has been exceptionally keen following the War 
Loan transfer, since the banks have been replacing by 
purchases in the market the short bills sold to the 
authorities. The weak undertone of rates may be seen 
in the fact that the Bristol Corporation, like the Port of 
London Authority a short time earlier, was able to place 
a line of six-months bills at less than 1 1/32 per cent. 


THouGH the Chancellor has reaffirmed the Treasury’s 
adherence to the policy of restricting the demand for free 
; sterling by the control of export proceeds, 
_———_ no further moves had been made in this 
+ i direction at the time of writing. On the 
other hand, Argentina has taken a parallel 
step by requiring all remittances of sterling by those 
entitled to the official (Argentine) rate to be made on 
the basis of the official sterling rate of $402 and not by 
the purchase of sterling in the New York market. It had 
been found that the slump in the free sterling rate had 
considerably stimulated the use of the free market as a 
source of sterling. This can have been convenient 
neither to the Argentine authorities nor our own. Thanks 
to heavy British purchases of foodstuffs the Argentine 
has a strongly favourable balance of trade with this 
country and the Argentine authorities thus become 
possessed of surplus sterling which they naturally wish 
to dispose of to Argentine residents requiring sterling. 
If remittances are effected through the free market 
Argentina needs to find dollars in payment. On the other 
hand, an arrangement concluded between the Argentine 
and this country provides that gold may be demanded 
if the Argentine balances exceed £1,000,000. If the effect 
of Argentine purchases of free sterling were to raise these 
London balances above the £1,000,000 limit, therefore, 
this would involve a direct drain on our own gold 
reserves. 
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The Free Sterling Blunder 
By W. Manning Dacey 


N countries which have experience in these matters, 
I it is regarded as axiomatic that a country which is 

over-importing heavily should maintain its currency 
at an over-valued rather than an under-valued level. 
If exports suffer in consequence, particular export indus- 
tries must be assisted to whatever extent is necessary 
to overcome the exchange difficulty. But in the mean- 
while, the country will be gathering in as much exchange 
as possible from those exports which can profitably com- 
pete abroad notwithstanding the over-valued exchange 
and from sums payable by foreigners in the local cur- 
rency. For this reason there are many who believe that 
the authorities committed a grave error of policy last 
September in fixing the official rate for the dollar as low 
as $403. And this initial mistake has certainly been 
aggravated by the recent amendment to the exchange 
regulations which has sent the free sterling rate in New 
York down from $3794 to the vicinity of $350. 

In justification of this policy, Sir John Simon has 
urged that the free sterling rate is of interest only to 
those foreigners who choose to dispose of their sterling 
to other foreigners. Few people outside official circles 
would be prepared so completely to ignore the fact that 
probably the larger source of supply of sterling to the 
free market comes not from sales of foreign-owned 
sterling, but from sterling remitted abroad in payment 
for imports. The Chancellor’s attitude, however, merely 
carries to its extreme a very general tendency to confuse 
the problem of foreign balances with the problem of the 
free market proper. It is, of course, true that under 
our present policy it is through the free market that 
foreigners are forced to liquidate their sterling assets. 
But it is by no means essential that the machinery of the 
free market should be employed for this purpose. Even 
if foreign balances were blocked outright, or alterna- 
tively, if the authorities were prepared themselves to 
convert such balances into foreign exchange, the free 
market would remain in existence. For so long as trade 
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is conducted in terms of sterling, dealings in sterling 
abroad must continue. 

Let us then ignore the question of foreign balances 
altogether for the moment and suppose that the free 
market is fed entirely by remittances of sterling in 
payment for imports. What policy should in these 
circumstances be followed with regard to the free 
market? The present policy of requiring certain exports 
to be paid for only in hard currencies affects the free 
market in two ways. It restricts the volume of dealings. 
And—since the restriction comes from the side of 
demand—it drives the free rate to a substantial discount 
below the official rate. On both counts it would seem 
that this policy runs directly counter to the national 
interest. In the first place it is only when the free rate 
falls below the official rate that the dealings in the free 
market involve any loss of exchange to this country. 
Provided that the two rates are at parity, British exports 
paid for in sterling bring in the same volume of imports 
as though they had been paid for in hard currency. If, 
on the contrary, the free rate is depressed, this simply 
enables foreigners to discharge more cheaply their 
obligations in sterling, whether in payment for exports 
or for the service of sterling debt or for any other 
purpose. On the other hand, imports invoiced in sterling 
(and, of course, imports from all the countries whose 
currencies move in sympathy with the free and not the 
official sterling rate) cost more. 

One has an uneasy suspicion that this second dose of 
depreciation is secretly welcomed in some quarters as 
providing a stimulus to part of our exports. In another 
article, the case is argued for exporting through State- 
owned companies at what is equivalent to differential 
rates of exchange for different products. But products 
must be selected for exchange subsidization on rational 
grounds and not by the random influence of a depreciated 
free rate, which depends upon whether trade happens 
to be financed in sterling or in foreign exchange. It is 
merely suicidal to cut the prices of exports which can 
compete abroad on the basis of the official rate. If the 
authorities believe that $4:03 is a reasonable parity for 
sterling, having regard to the general cost situation, then 
there is no reason at all why any lower rate should be 
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chosen as the basis for trade which passes through the 
free market. 

It is clear that the fall in the free rate involves a 
direct loss, for which the slightly higher rate now com- 
manded by the “ specified ” exports is scarcely adequate 
compensation. Has the Government’s fixed idea of 
restricting the volume of dealings in the free market any- 
thing more to recommend it? In setting its face so 
resolutely against any blocking of foreign balances, the 
Government has emphasized the need to maintain the 
prestige of the sterling as an international currency. But 
to strangle the free market is exactly the same thing as 
ensuring that the practice of invoicing trade in sterling is 
gradually discouraged and—if this policy were carried 
to its logical conclusion of destroying the free market 
entirely—would finally cease entirely. If the authorities 
really wish to foster the international use of sterling then 
they will actively encourage the invoicing of exports in 
sterling, so that the free market will be able to absorb, 
at or about the official rate, a larger volume of sterling 
remittances in payment for imports. 

Nothing could be simpler than to maintain the free 
rate at parity with the official rate, provided that a 
separate solution is found for the complicating factor 
of foreign balances. All that is necessary is that per- 
mission to remit sterling abroad and permission to buy 
foreign exchange should be granted on exactly the same 
terms. In other words, Form E and Form E.1 should 
be really, and not just nominally, placed on the same 
footing. There can be no logical reason for refusing an 
allotment of exchange for a particular import, while 
permitting the goods in question to enter the country 
if they are paid for in sterling. Yet the mere fact that 
some imports are paid for in sterling even though the 
free rate is at a heavy discount shows that the importer 
could not so readily obtain an exchange allotment. If 
the authorities are not prepared to grant exchange for 
a particular purpose, then the import should be pro- 
hibited entirely. There can be no good case for any 
double standard. Once again, one suspects that the fall 
in the free rate is secretly regarded as a useful dis- 
couragement to imports which are not wholly desirable 
but which the authorities are not prepared to ban out- 
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right. But to discourage imports by gratuitously paying 
more for them—that is, by deliberately turning the 
terms of trade against this country—is farcical. If 
discouragement is needed, the goods should either be 
excluded outright by the refusal of an import licence, 
or alternatively, a higher import duty should be imposed. 
The latter method has at any rate the advantage of con- 
tributing revenue. 

Administratively, parity between the free rate and the 
official rate could be assured by merging Form E and 
Form E.1 into a single form carrying the right either to 
remit £100 abroad or to obtain $402 from the control. 
Should the two rates diverge, importers would then 
choose the most profitable form of payment and parity 
would automatically be restored. An important point, 
however, is that exactly the same result could be ensured 
without this consolidation of the two forms if the 
authorities were prepared to support the free market. 
It might be, even if sterling payments were supervised 
as rigorously as exchange applications, that at a par- 
ticular moment the supply of sterling to the free market 
would exceed the demand and thus depress the free 
rate. In this case the authorities have only to mop up 
the surplus offerings by sales of dollars. No net loss of 
gold is involved, for this process is simply equivalent to 
paying in foreign exchange for imports which were 
originally to be paid for in sterling. And it has already 
been shown that the choice between payment in gold and 
in sterling ought to be a matter of indifference. 

But for the problem of foreign balances, then, the 
problem of the free market would present little difficulty. 
There is no reason why this complication should be 
allowed to stand in the way of a solution. Most people 
in the City would agree that it is desirable, except in the 
last resort, to allow foreigners to withdraw their sterling 
assets if they so desire. At the present time they are per- 
fectly free to remove them through the free market, but 
only by accepting a loss of some 25 per cent. compared 
with the rate at which the bulk of these balances came in 
—which is rather an expensive privilege. It should be 
noted that the loss incurred by the foreign seller of 
sterling does not benefit this country in any way, but 
accrues to the foreign buyer who is able to discharge a 
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sterling debt of £100 for $350 instead of $403. Since this 
system can hardly earn much gratitude from our foreign 
creditors, the logical course would be for the authorities 
to provide exchange for the withdrawal of such balances 
through official channels, though not necessarily at the 
official rate. 

If a lower rate were fixed, and if at the same time the 
free sterling rate were kept at a parity with the official 
rate, it would be necessary, in order to prevent the sale 
of such sterling abroad, to place some restraint on the 
transfer of the actual foreign-owned sterling balances to 
British residents. But this would not mean blocking 
such balances as this is usually understood, for in the 
ordinary way deposits are only blocked in order to 
prevent the export of capital. Since foreign residents 
desiring to remove their capital could obtain exchange 
from the authorities, no odium could possibly be 
incurred by a blocking of this kind. Indeed, the system 
could even be utilized to attract fresh capital to this 
country—an object which in the last war was considered 
so important as to explain to some extent the readiness 
with which the authorities allowed interest rates to rise. 
No rise in interest rates is, of course, needed to attract 
capital. Foreigners wishing to bring fresh money here 
would be allowed to do so at the rate fixed for with- 
drawal, which would represent an absolutely guaranteed 
minimum. (If the official rate should rise, the “ foreign ” 
rate would be allowed to rise correspondingly.) If 
interest rates are lower in this country than abroad, then 
forward exchange should be made available at a rate 
which would provide an inducement to bring money 
here on a “swap” basis, notwithstanding the lower 
interest earned. (Alternatively, specially high rates 
could be allowed on foreign deposits.) 

Such a scheme would involve some administrative 
difficulties, but there can be no doubt that the difficulties 
have been grossly exaggerated in some quarters. Since 
neutral money would normally come here seeking 
employment in the security markets, it would not be 
possible to prohibit transfers from non-resident to 
resident accounts entirely. Instead, it should be pro- 
vided that the bank originally holding a non-resident 
account must be given the custody of any securities 
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acquired from a resident seller. This may perhaps 
sound cumbersome, but it is after all the normal pro- 
cedure by which foreign investment accounts are con- 
ducted. Finally, there seems to be no substance what- 
ever in the argument that the blocking of foreign 
balances would present insuperable administrative diffi- 
culties if the leakage of capital through remote parts of 
the Empire were to be prevented. All that is necessary 
is that an account originally classified as non-resident in 
one sterling area country should continue to be treated as 
non-resident if transferred to another part of the sterling 
area. After all, the exchange control as it exists at 
present depends entirely on this classification of accounts 
into resident and non-resident. There are no doubt 
border-line cases, such as Iraq and Turkey; but without 
this general line of demarcation even the present control 
could not work with any pretence at efficiency. 

These, then, are the lines on which the inter-related 
problems of the free market and foreign balances should 
be tackled. Unfortunately, they are diametrically 
opposed in almost every respect to the policy responsible 
for the recent slump in free sterling, and to which the 
Treasury still appears to be wedded. 


Exchange Control in Evolution 


F this country’s adoption of exchange control last 
September revolutionized our exchange system over- 
night, the past eight months have seen almost equally 

drastic modifications in the exchange regulations then 
adopted. One of the most important lines of develop- 
ment has been the gradual unification of exchange 
control throughout the Empire and the movement 
towards the assimilation of the franc area to the sterling 
area. At the outset, the United Kingdom regulations 
seem to have been conceived almost in isolation. The 
regulations simultaneously introduced in other Empire 
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countries were by no means in strict conformity with our 
own, while for a short time transfers of funds even within 
the sterling area were severely restricted. The restora- 
tion of freedom of remittance within the Empire empha- 
sized the need for uniformity of control, if only to ensure 
that this freedom did not open up loopholes for capital 
transfers (such as took place at first particularly through 
exports of rupee notes). In addition, of course, the 
economical use of Empire exchange resources demands 
that these should be administered in effect in the interests 
of the common war effort as a single fund—an aim which 
is greatly furthered by the ready acquiescence of 
Dominion central banks to the suggestions of the Bank 
of England. Moreover, it is clear that the extension of 
the sterling area is of great assistance in safeguarding 
stability between sterling and the other principal 
currencies. For the greater the number of countries 
automatically adhering to sterling as their currency 
standard, and the more diversified their economic poten- 
tial, the better the prospect of maintaining its stability. 

A further important change in the position came with 
the forging of a solid and fixed link between the pound 
sterling and the French franc. At one stroke this move 
immensely strengthened the position of the Allied cur- 
rencies. The two currencies were stabilized not only for 
the duration of the war but for six months afterwards, 
thus ensuring that the stabilization agreement will not 
lapse before another such agreement will have been born 
in the financial and economic clauses of the Peace 
Treaty. While the present agreement lasts, all trans- 
actions between the franc and sterling areas and all joint 
charges of the two Governments are to be settled without 
transfer of gold between the two Exchange Accounts. 
Thanks to this agreement, a virtual pooling has been 
effected of the impressive exchange reserves of the two 
Allies. It may be estimated that at the beginning of the 
war the gold reserves of the British Exchange Equaliza- 
tion Account amounted to £500 million, while the com- 
bined reserves held by the Bank of France and the 
French Stabilization Fund amounted to £750 million, 
making a combined total of £1,250 million. In addition, 
the two countries possessed substantial marketable 
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foreign resources, of which by far the most important 
were those invested in the United States. According to 
the calculations of the Federal Reserve Board, the liquid 
assets of the United Kingdom in the United States 
amounted to some $595 million on the outbreak of the 
war, those of France to $315 million. The marketable 
dollar securities of the two countries totalled $735 million 
and $185 million respectively, to which must be added 
Canadian and other Empire holdings. 

The monetary agreement between the two countries 
does not, however, involve the immediate pooling of 
these resources. French purchases from the United 
States are still ultimately settled by a debit to France’s 
dollar or gold resources. This is so even if the collabora- 
tion between the monetary authorities in France and the 
United Kingdom makes it more convenient to settle 
France’s purchase out of dollar resources directly owned 
by the British Exchange Account or by a shipment of 
gold from London. In such an eventuality the account 
would in fact be settled by the earmarking of gold for 
British account in France. The avoidance of gold trans- 
actions between the two countries applies only to their 
mutual trading operations in their respective currency 
areas. At the same time, the agreement provides for 
certain transactions in which joint resources of exchange 
can be pooled for purchases in countries other than their 
respective currency areas. If, for example, Argentina 
owes sterling to the United Kingdom and France has 
sterling payments to make to the Argentine in respect of 
imports of meat, that sterling debt can be utilized by 
France and the transaction settled as between Paris and 
London without the transfer of gold. If criticism of the 
agreement is to be advanced it must be on the apparent 
absence of any effort to synchronize and co-ordinate the 
credit, prices and wages policies of the two countries. 
This must be the basic problem of the stabilization of the 
two currencies, as any wide divergence in the movements 
of their respective price and cost levels would soon set up 
an intolerable strain on the exchange relationship. 

The link which had to be reforged on the outbreak of 
the war between the enlarged Allied currency group and 
the other neutral currencies could only be fastened to the 
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dollar. It was an inevitable choice, if only because it is 
through the United States alone that the gold reserves of 
the Allies can be converted into effective world pur- 
chasing power on any substantial scale. Unfortunately, 
this acknowledged dominance of the dollar may have 
created an unduly exclusive dollar complex with the 
Allied authorities. For the supremacy of the dollar does 
not alter the fact that most currencies are convertible in 
some terms or another into the dollar and other free cur- 
rencies, so that our foreign exchange holdings may be 
regarded to a far greater extent than our authorities seem 
always to realize as a single, homogeneous fund of pur- 
chasing power. This inter-relationship of our various 
holdings of foreign exchange is restricted only by the 
extent to which we have entered into strict bilateral 
exchange clearings with neutral states and, of course, by 
the extent to which the Allied authorities are compelled 
to accumulate currencies which themselves are blocked 
or subject to any kind of control. Actually, our autho- 
rities have been striving constantly to extend the range 
of clearing agreements in order to establish stable 
exchange rates with the “soft” currencies which other- 
wise tend to move in London in accordance with the 
behaviour of sterling in free markets. 

In answer to a recent question in Parliament Sir John 
Simon has stated that in choosing the dollar peg of 403, 
as compared with the rate of 468 which had prevailed 
since the early days of 1939, the Government and its 
advisers merely endeavoured to correct the previous 
over-valuation of sterling and in no way sought the com- 
petitive advantages of under-valuation. This answer 
would imply that if the drop from 468 to 4:03 was appro- 
priate to the economic adjustment of the dollar sterling 
rate on the outbreak of the war, a further depreciation 
would be justified now. Over the last eight months 
sterling prices and costs have undoubtedly risen in rela- 
tion to dollar costs. Even so, it would seem more than 
questionable whether sterling is at present over-valued 
against the dollar, even at the official rate. When 
sterling was depreciated last September our authorities 
were still haunted by the recent enormous gold losses, 
due, not to any over-valuation of sterling, but to the with- 
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drawal of foreign capital. Hence it was perhaps natural 
that in their choice of the new rate they should have 
erred in the direction of under-valuation. It is true that 
war would inevitably bring a rise in sterling costs and 
that this factor had to be taken into account when 
deciding the new parity. But even so the decision taken 
was more emotional than rational. It ignored the com- 
plete change in the exchange position which had 
occurred as a result of exchange control and control of 
import trade. Under the conditions created by these 
controls the conception of purchasing power parities 
becomes to a certain extent artificial. To have fixed a 
dollar rate of 450 or 430 would in the first place have 
checked the tendency towards inflation of costs and 
prices at home. It would have kept down the prices of 
certain essential imports. It would not have militated 
greatly against our export trade. If it was found to do so 
in certain important directions it would undoubtedly 
have been cheaper to meet the problem by way of selec- 
tive subsidization than to under-value sterling and thus 
turn the terms of a considerable part of our foreign trade 
against us. Fortunately, the damage has been moderated 
by the extent of the sterling-franc area and by the 
importance of the trade conducted within it. 

The cost of defending the levels which were chosen at 
the outbreak of the war cannot be calculated by the out- 
side observer, though the available evidence tends to 
confirm Mr. Keynes’ suggestion that our balance of pay- 
ments is running at a rate some £400,000,000 per annum 
worse than in the period immediately before the war. 
The drain on our exchange resources would undoubtedly 
have been smaller had there been less severe deprecia- 
tion of sterling on the outbreak of the war and had the 
control of the exchange market been brought imme- 
diately into more effective operation. For various 
reasons the authorities have chosen a half-way house 
between freedom and control, of which it is unnecessary 
to describe the outlines here. German experience, and 
that of other countries which have striven to apply 
exchange control schemes, shows conclusively, however, 
that to be truly effective a control system must be all 
inclusive. It must involve the control of the proceeds of 
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all export trade; the control (though not necessarily the 
blocking) of all assets in the controlled currency held by 
non-residents; and the centralization of all foreign 
exchange business with the central authority. There 
have been strong suggestions that in this country we 
should have learned the lessons of German and other 
Continental experience in exchange control, that we 
should immediately have made foreign trade subject to 
official control, and blocked foreign assets—though the 
latter provision could have been liberalized by the grant 
of facilities for letting foreign capital out of the country. 

Probably the decisive argument against such a course 
is that the organization required for this inclusive control 
was far from ready. In Germany, for example, it took 
three years to complete it. In that country, moreover, it 
was erected with the help of the death penalty, which at 
times can be a useful deterrent to the evasion of regula- 
tions. There is, in any case, a vast difference between the 
placing of a currency control ring round a Continental 
country and round a vast Empire. The problems of 
application in the latter case acquire a far more formid- 
able character. A great deal of trade in the Far East 
and South America, moreover, is still invoiced in sterling 
-—a relic of the days when it was financed by the bill on 
London. Those days may return. The claims of sterling 
to be an international currency would have been 
seriously and perhaps irreparably damaged by a 
centralization of exchange dealings in London so com- 
plete as to interfere with the invoicing of trade in sterling 
—though the policy of the authorities with regard to the 
free market is tending (quite needlessly) in that direction. 

In principle, the actual method chosen—the com- 
promise between freedom and control—was probably 
best designed to meet the special needs of the sterling- 
franc position. But the compromise has always been an 
uncomfortable one. It has become more so in recent 
weeks. It is, in fact, becoming increasingly clear that 
the next stage in the evolution of our exchange control, 
notwithstanding the international role of sterling, must 
be in i. direction of more and more comprehensive 
control. 
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An Export Policy for Wartime 


By W. T. C. King 


N the brief period since Sir Andrew Duncan joined the 
I Board of Trade, the problem of exports has probably 
received more attention than any other problem on 
the economic front. The Export Council has set to work 
with welcome speed and vigour; some promising and 
constructive schemes have been launched; and both 
Minister and Council have shown that they will not be 
deterred from sound policies by the mere fact that they 
may be unpopular because of the civil sacrifices they 
involve. Yet in one vital respect their policies are wholly 
inadequate. For the positive task of stimulating exports, 
as distinct from the negative task of removing domestic 
obstacles to them, the authorities are still relying exclu- 
sively upon the normal peacetime mechanism. So long 
as they do so, it is certain that even the most vigorous 
and courageous measures cannot achieve more than 
partial success. For the problem of exports in wartime 
is not just an intensification of the peacetime problem; 
it is an entirely different problem. 

In normal times the problem is usually conceived 
almost wholly in terms of the balance of payments. 
When the external position is in equilibrium, neither the 
Government nor the public worries very much about 
exports; but when a deficit arises there is much agitation 
about the need for stimulating them, and much contro- 
versy about the best means of doing so. Most people 
(including, it seems, the Government) see little more than 
this aspect of the wartime problem. Even with the most 
drastic embargo on non-essentials, it is evident that 
imports must rise substantially. Hence it is argued that 
exports must be expanded in order to prevent an exces- 
sive draft upon our overseas reserves. 

That, of course, is true. But to conceive the problem 
only in these terms is to overlook entirely the special 
function of wartime exports. This is to provide the most 
speedy and economic means of mobilizing for war 
purposes the productive resources of the whole vast 
range of industries which cater for non-essential civil 
needs (including surplus consumption of essentials). 
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Unless these industries are easily convertible to war 
production, the only way in which they can be made to 
contribute to the war effort is to divert their production 
from the home to the export market, in order to pay for 
additional imports of vital supplies. The only alterna- 
tive is to leave them idle, which would involve wastage 
of their specialized plants; diversion of their labour to 
work upon which the value of specialized skill would 
be lost; and heavy losses through transitional unemploy- 
ment and the need for re-training. Moreover, even where 
the plant can be adapted for war production, the con- 
version inevitably involves heavy costs. To maximize 
the war effort, it is therefore imperative that the resources 
of these industries should so far as possible contribute 
to war production by exporting, rather than by con- 
version or transfer. For this reason, there would be need 
for a wartime exports drive even if the balance of pay- 
ments were in equilibrium. In consequence, policies 
which may appear adequate in peacetime are quite in- 
adequate for the special needs of wartime trade. 

In wartime, the only test of whether exporting is pro- 
fitable is whether it yields a larger volume of imported 
vital supplies than could be produced at home by the 
same labour and equipment, allowing, of course, for the 
transfer losses. This comparison, it should be observed, 
does not depend upon the relative productivity of similar 
industries at home and abroad. For example, aero- 
engines may perhaps be currently produced in Britain at 
less real cost than in the United States; yet it may be 
economic to supplement home production by imports, if 
our exports are in demand in America. In the last 
analysis, it will be seen, the decisive factor is the terms of 
trade between the two countries; our efforts must be 
directed to ensure that these are as favourable as possible 
over the whole range of our trade. 

The basic objectives of wartime export policy are, 
therefore, as follows :— 

(1) To ensure that the total outlay of productive 
resources devoted to exports shall yield the greatest 
possible return in terms of imports; 

(2) To achieve the optimum export outlay, in the 
sense that either a smaller or a larger outlay would yield 


a smaller aggregate of essential goods (home production 
plus imports); 
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(3) To maintain more or less constant full employ- 
ment in industries capable of exporting. 

These principles, which are so easy to lay down in 
theory, are, of course, very difficult to apply with any 
precision in practice. But the fact that they can be 
applied only empirically is no excuse for failing to apply 
them. Still less does it justify policies which are demon- 
strably in conflict with them—and this is true of most of 
the normal peacetime policies. 

To the extent that exports are held back solely by the 
paraphernalia of bureaucratic controls and by inability 
to get raw materials, the mere simplification of control 
and the establishment of raw material priorities can, of 
course, produce immediate results, especially if com- 
bined with vigorous salesmanship and publicity abroad. 
And if the problem were simply one of supplying an un- 
satisfied overseas demand caused by the withdrawal of 
German or European neutral supplies, nothing more un- 
orthodox might be needed than a pooling of export 
orders and the sharing of sales organizations abroad, 
together with the limitation of sales in the home market— 
all of which policies are already being encouraged by the 
authorities. But if we are to secure the full economies of 
overseas trade and minimize the wastage of transfers, we 
must actually stimulate an increased demand for our 
products in overseas markets. In many cases this must 
mean selling goods abroad at prices which—converted at 
the official rate of exchange—would have been unattrac- 
tive to individual producers even before the war. Yet in 
many trades the prices obtainable in export markets 
have become even less attractive than they were before 
the war—either because the rise in domestic costs has 
more than offset the fall in sterling, or because of the new 
risks which war has introduced into all overseas trade, or 
because of the enhanced profitability of the home 
market. The pull of the home market can no doubt be 
overcome in most cases by the Export Council’s device 
of limiting the proportion of output which a firm may 
sell at home. But, so long as exporting is allowed to 
depend upon private initiative, exports can be en- 
couraged only if the entrepreneur can secure a wider 
profit margin to cover increased risks and other costs. 
This applies particularly to the many producers of non- 
essentials who have previously catered chiefly for the 
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home consumer, and who are therefore likely to find 
even normal export risks disproportionately heavy. 

This question of price and profit, which is the crux of 
the problem, has so far been almost wholly neglected. 
To tackle it by normal methods would involve either 
deflation or exchange depreciation. The former is 
obviously out of the question, but unfortunately there are 
many who would still advocate exchange depreciation 
and secretly welcome the fall in the free sterling rate. 
Yet to achieve full employment in the export industries, 
the depreciation would have to be large enough to 
provide an adequate incentive to the least efficient units. 
It is questionable whether it would be effective even then 
—if only because of the danger of retaliatory action 
abroad. But the conclusive argument against deprecia- 
tion is that it would depress prices over the whole range 
of exports, while destroying part of the real income from 
all those overseas investments and invisible exports 
whose service is made in sterling. By depreciation we 
can always increase the volume of our exports, but only 
at the cost—unless the demand for all our exports is 
remarkably elastic—of reducing, instead of increasing, 
our total overseas income in terms of foreign exchange. 
Finally, depreciation not only inflates profits where this 
stimulus is least necessary, but is tantamount to an 
export subsidy financed exclusively by a tax on imports 
—which in wartime are, or should be, confined to 
essentials. 

Fortunately, there seems no likelihood that the autho- 
rities will repeat their blunder of last August of 
deliberately depreciating the official exchange rate. But 
the new control of export proceeds, which depresses free 
sterling, has in principle all the disadvantages of an overt 
policy of depreciation. And that, so far, has been the 
authorities’ only contribution to the price aspect of the 
export problem. They prefer, apparently, to rely for a 
solution upon “ the voluntary co-operation and sacrifices 
of the people.” But this “ voluntary ” principle could 
succeed only if each exporter freely shouldered, in the 
national interest, whatever sterling loss was necessary to 
enable him to export up to the limit of economic export- 
ing from the national standpoint. And that is not merely 
absurd, but impossible—for no single trader can possibly 
know what exports are economic for the nation as a 
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whole. It is quite certain that a large (and probably the 
greater) part of our potential capacity for additional 
exports would yield a sterling loss to the trades con- 
cerned and yet would be highly advantageous in terms of 
national war effort. But so long as we rely upon private 
initiative in search of private profits, these exports 
cannot possibly take place. 

If export trade of this type is to be undertaken by 
private enterprise, the difficulty can be overcome only 
by some system of differential subsidies*—direct or 
indirect—adjusted in each individual case so as to ensure 
the level of exports which is judged to be economic from 
the broad standpoint. The Nazis have solved this 
problem by their system of differential exchange rates. 
And it is probably the prejudice against anything which 
smacks of Nazi methods that explains why the 
authorities have made no attempt to tackle the 
price problem. Given this attitude to any form of 
differential subsidies—and it is an attitude which it is 
easier to understand than to approve—it is demonstrably 
impossible for private initiative ever to achieve the 
optimum export level. That inescapable fact cannot be 
too often reiterated; for failure to recognize it is the most 
important of all obstacles to an adequate export policy 
at the present time. 

If once the authorities can be induced to see that their 
faith in private initiative is misplaced, they will find an 
acceptable policy ready to hand. It has been outlined 
by Mr. Thomas Balogh? in the current issue of The 
Economic Journal. Mr. Balogh argues that if private 
enterprise cannot afford to export to the economic limit 
and is not to be directly subsidized, the only alternative is 
for the State itself to assume the risks (and sterling losses) 
of this additional exporting. This can be done by the 
formation of Government export companies—preferably 
one for each industry or distinct branch of industry— 

* To secure full employment, uniform subsidies (like a straight 
exchange depreciation) would have to be adjusted to the costs of the 
least efficient producer, and to the least favourable export market. 
They would therefore set up inflationary trends which would produce 
secondary and cumulative disturbance of the general costs structure. 

+ To whom the present writer is indebted for many of the ideas in 
this article. Mr. Balogh’s Economic Journal article gives a closely 
reasoned survey of the economics of exports in wartime. 
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which would buy the available export output of the 
home industries wherever they were unable to export up 
to the economic limit, and would undertake the whole 
function of selling the supplies abroad. These com- 
panies, obviously, should be staffed from the existing 
export sales’ organizations (including the merchanting 
units), which would work in close co-operation with the 
appropriate Government officials (especially D.O.T. per- 
sonnel and commercial attachés abroad), and thus would 
combine the best salesmanship experience which is avail- 
able. In placing orders for supplies, these Government 
trading corporations would not be guided by the prospect 
of any sterling profit or loss. Their chief criterion of 
policy would be whether the prospective foreign ex- 
change return from the exports was reasonable in 
relation both to the price and nature of the supplies 
obtainable from the export market (this is of importance 
where the exchange proceeds would not be readily con- 
vertible into other exchange) and to the real costs of 
diverting the industry concerned, or its man-power 
alone, to direct war effort. And, having bought the 
goods, the companies would naturally sell them at the 
best terms obtainable in foreign exchange, which might 
or might not involve a sterling deficit after sale of the 
proceeds to the Exchange Control. 

Subject to the inevitable shortcomings of judgments 
which must be largely empirical, such a system of 
Government trading could achieve all three objectives of 
wartime export policy—the optimum export outlay, the 
most favourable (or least unfavourable) terms of trade, 
and full employment in the exporting industries. It 
would moreover ensure constant full employment, which 
the subsidy system could at best achieve only spasmodic- 
ally. For even subsidized private exporters can never 
be expected to produce always at full capacity unless 
they can see a safe market for their output in the imme- 
diate future. The Government companies, on the con- 
trary, could take a long view, and would adjust their 
orders to prospective rather than current export 
demands. Their ability to secure finance and to take 
risks which would be unreasonable for the individual 
trader, would enable them to build up stocks of non- 
perishable export goods, and thus to utilize productive 








88 THE BANKER 

capacity whenever it was available, regardless of the 
current trend of export markets. In particular, they 
would be able to avoid the temptation (which would be 
strong to subsidized private traders) recklessly to press 
supplies on to the foreign market, with obvious detriment 
to the terms of trade. 

This system is not, of course, proposed for those 
export industries which seem likely to achieve an 
economic level of exports by normal methods. But it is 
essential if we are to avoid the huge wartime and post- 
war wastage of needless industrial and labour transfers; 
if the sacrifices of the home consumer are to make their 
maximum contribution to the war effort; and if the 
strain on our exchange reserves is to be kept within 
reasonable bounds. 


Commodity Control in Wartime 


ISASTROUS though the new control of export 
D proceeds has been in its effect on the free sterling 
rate, the new regulation was at least welcome as 
the first official recognition that the raw material pro- 
ducing industries of the Empire must in wartime be 
regarded primarily as a source of foreign exchange. 
Yet to ensure that the proceeds of our exports do not 
escape control is in any case only the first preliminary. 
The wider problem is to ensure that these industries 
contribute to our foreign exchange resources to the 
utmost of their capacity. Clearly, some official initiative 
is needed to see that the price and output policies 
followed by individual industries are at least reasonably 
in conformity with national interests. Of any such 
initiative there is as yet little sign. In the case of rubber 
and tin, for example, the British delegates on the 
respective restriction committees are completely free (for 
all that is known to the contrary) to decide policy by the 
same criteria as in peacetime. 

To retain the framework of restriction is undoubtedly 
an advantage. A large part of the problem of organizing 
our domestic export industries is to ensure that the 
country trades as a single unit vis 4 vis the rest of the 
world. In rubber and tin, organization on a monopolistic 
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basis has already been achieved. The problem is to 
operate that monopoly in the most advantageous way 
from the national point of view. Hitherto, the restricting 
producers have been free to decide their price and output 
policy with a view to maximizing the return on capital 
in the industry. It is unlikely on the face of it that the 
selfsame policy will at the same time maximize the 
exchange proceeds of exports outside the sterling area. 
Discussion on the recent quota decision revealed a 
certain confusion of thought. Some assume that 
exchange receipts will always be maximized by a policy 
of high output; others by a policy of high prices. In any 
concrete instance, the considerations to be taken into 
account are so complex that there must always be room 
for divergence of opinion. But it is clear that to some 
extent the protagonists in the recent discussion have 
merely been talking at cross-purposes. 

The object of this article is not to advocate specific 
policies for specific commodities, but merely to point 
out certain basic considerations which must enter into 
all such decisions. In this field clarity of thought can 
be greatly assisted by the use of elementary diagram- 
matic methods. In the diagrams overleaf, output is 
measured along the horizontal axis and prices along the 
vertical axis.* In the first diagram Dd represents the 
American demand curve for, say, tin expressed in 
sterling or Malayan currency.j The first question is to 
decide at what price receipts will be maximized (and it 
will be noted that, since dollar receipts are converted at 
a fixed rate of interest, to maximize dollar receipts is 
identical with maximizing receipts in local currency). 
If DM is the marginal revenue curve, the output which 
will maximize receipts is indicated by the point (namely 
M) at which this curve cuts the horizontal axis. In other 


* The writer is greatly indebted to Mr. L. T. Little for his criticism 
and suggestions on the whole of the section which follows. 

¢ It would merely be an unnecessary complication to take a curve 
which includes also the Empire demand. Another complication which 
is disregarded at this stage is that the Empire producers are not com- 
pletely free to determine quota policy under the restriction schemes, 
but must be prepared to compromise if necessary to meet the views of 
other delegations. Demand curves expressed in sterling have been 
used because it has been customary to think in terms of a sterling price 
objective for rubber and tin rather than a dollar price. 
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words, to maximize export proceeds, the restricting 
committee must fix the quota OM which can be sold 
at the price OP. In peacetime, however, so large a 
release could never be permitted on account of costs. A 
restricting committee seeking to maximize profits would 
equate marginal revenue and marginal costs. Hence its 
quota would be determined by the intersection of the 
cost curve CC, and the marginal revenue curve, DM. 
It would, that is, release a quota of only OM’ which can 
be sold at the price OP.’ Thus it would seem that in 
wartime the control, even if demand is highly inelastic, 
should aim at a larger output and a lower price than 
was the normal peacetime objective of the restriction 
committee. * 

This conclusion, however, is modified by the depre- 
ciation of sterling. Depreciation is equivalent to a shift 
to the right of the sterling demand curve, though 
naturally it does not make any difference to the output 
which can be sold to secure the maximum dollar pro- 
ceeds. This is illustrated in diagram 2, in which D'd' 
represents the new demand curve after the depreciation 
of sterling. The marginal revenue curve still intersects 
the horizontal axis at M, but the quota OM can now be 
sold at a sterling price of OP,. That is to say, the 
full effect of any depreciation in sterling must be 
reflected in the sterling price for the commodity, so as 
to leave the dollar price unchanged. 

To the question whether the price objective in terms 
of depreciated sterling should be higher or lower than 
the former peacetime price there is naturally no hard 
and fast answer. But it will be noted that a given 
depreciation of sterling is more likely to justify a higher 
sterling price in wartime than in peace if the demand is 
very elastic (that is, if the demand curve approaches the 





* This may seem somewhat paradoxical because it is common to 
speak as though the demand for tin were inelastic in the sense that a 
smaller output can be sold for a larger aggregate sum. In fact, how- 
ever, a restriction committee aiming at maximum profits would never 
be content to remain on the inelastic portion of the demand curve, but 
by severe output curtailment would force up the price to the point at 
which the demand became elastic. In other words, the peacetime price 
objective will already have been so high that to push the price up still 
further would lead to loss of receipts through substitution of other 
materials, etc. 
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horizontal). If demand is highly inelastic, it is probable 
that the control should aim at a lower sterling price than 
the peacetime norm, even though sterling has depre- 
ciated. This still does not make it possible, however, to 
determine whether the right or wrong policy has been 
followed merely by considering prices at the present time 
and before the war. Demand fluctuates very consider- 
ably from time to time, and the restriction committees 
have never attempted to preserve complete stability in 
price by dint of the drastic quota changes necessary to 
adjust output completely to demand. On the whole, it 
would seem that the policy actually followed has—no 
doubt by accident—worked out fairly well by these 
criteria. 

In the past the Tin Committee has frequently been 
criticized for restricting output so severely as to 
reduce stocks to dangerously low levels, and the 
Rubber Committee for pursuing so liberal a policy that 
for long periods excessive stocks have kept prices below 
the Committee’s presumed objective. It is, of course, 
impossible to forecast demand with precision, and in 
general it would seem that the respective committees 
have erred in the right direction, if it be granted that the 
demand for tin is highly inelastic and that for rubber 
highly elastic. The same bias should characterize war- 
time control also; for if the demand for the commodity 
is inelastic it is demonstrably better to adopt a cautious 
view of prospective demand rather than to risk breaking 
the market. This point also can be most clearly illus- 
trated by means of a diagram. In diagram 3, Dd repre- 
sents the level of demand which the Committee expects 
when fixing quotas for a given period. To maximize 
receipts the quota should be fixed at OM (X being the 
point at which a rectangular hyperbola, shown by the 
dotted line, is tangential to the demand curve). Wisdom 
would suggest, however, the smaller quota OM,. If 
demand has been correctly estimated, the loss of poten- 
tial receipts is measured by the small shaded rectangle on 
base M,M.. On the other hand, if the true demand 
curve is represented by D,d,, receipts under a quota OM, 
will still be OPRM,, whereas receipts under the larger 
quota OM would be OP: X.M, and it is clear (the demand 
being inelastic) that the rectangle P,PRQ is larger than 
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M,QX.M. Given an elastic demand, of course, the 
converse is true. 

It may be, however, that the Tin Committee’s 
penchant for squeeze tactics may have been motivated 
partly by a desire to conserve ore reserves, and the 
Rubber Committee’s liberalism by a desire to encourage 
consumers by low prices to discover new uses for the 





commodity. Both are long-term considerations; and in 
wartime short views must prevail. The object of policy 
is to maximize receipts for the limited period that the war 
is expected to last. Thus it would be wholly uneconomic 
to keep prices needlessly low in order to encourage a 
secular expansion in demand; while if the actual 
demand is good it would be thoroughly justifiable from 
the national point of view to encroach upon capital by 
partially exhausting the rubber trees through over- 
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tapping, or by enaiiiiaes the tin ite and using 
up ore reserves more rapidly than in peacetime. 

This question of ore reserves assumes special import- 
ance in relation to the Empire’s most valuable export 
commodity—gold. It is well known that the South 
African mines have reacted to the rising prices of recent 
years by lowering the grade of ore mined and thus pro- 
longing the life of the Rand. Now gold is in the unique 
position of enjoying an unlimited demand at a fixed 
price, based upon the U.S. Treasury’s buying price of $35 
an ounce. To maximize exchange proceeds, given this 
horizontal demand curve, is simply a question of 
maximizing output. It is clear, however, that the 
maximum potential output can hardly be achieved if the 
crushing plants are treating low-grade ore. To get the 
most out of a given labour force and ore treatment 
capacity, on the contrary, it would seem desirable to 
mine the highest grade available. Neither the policy of 
the mines, nor the present system of taxation (recently 
modified to favour the low-grade producer) would seem 
best calculated to maximize the Empire’s exchange 
resources. What is needed is a taxation system which 
would place a bonus on increased output : for example, a 
lump sum tax on each mine, to yield rather more than 
the present tax burden if the same output is produced, 
but subject to deductions if production is expanded. 

Many other problems in the commodity field will 
readily come to mind which call for official action. In 
discussing industries which were already organized on a 
monopolistic basis in peacetime, it was found that dollar 
prices—failing a genuine increase in demand—should 
probably be allowed to decline. If competition prevails 
export prices should probably be raised. If this is done, 
however, official buying may be needed to safeguard this 
country’s stocks which would otherwise be depleted by 
the pull of the higher prices abroad—there must be no 
repetition of the disastrous policy followed in tin in the 
early months of the war. If it desired to raise prices, 
moreover, the question arises whether the benefit should 
accrue to the shareholders of the particular industry, or 
whether the price should be forced up by means, for 
example, of an export tax. Innumerable decisions of 
this kind are needed if our exports are to make their 
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maximum contribution to the war effort. There is little 


evidence that it is anybody’s business to take those 
decisions at present. 





South American Banking 
By a Special Correspondent 


OUTH American oversea trade is_ essentially 
reciprocal in nature. Any expansion in wartime 
demand for British goods therefore depends 
largely upon the extent to which Britain can replace 
Germany and Central Europe as a market for South 
American products. This is particularly true in the case 
of Brazil and Chile, which have been hard hit by the 
disappearance of the German market for coffee, nitrate 
and agricultural products. Moreover, the leading 
neutrals, such as the U.S.A., Italy and Belgium, are 
making intensive efforts to fill the gap in South American 
imports left by the virtual disappearance of German 
trade. The United States, particularly, is in a favoured 
position by reason of geographical advantages and the 
maintenance of full transport facilities, aided by the 
present phase of Pan-Americanism. In view particularly 
of the European situation, it is yet too early to gauge 
the future of South America’s export trade, but should 
the war be prolonged the restriction of shipments should 
be compensated by the rise in prices of primary products. 
Meanwhile, it is thought that the export trade is at only 
about the normal annual level, even in the case of 
Argentina, where the British Government has recently 
made heavy purchases of meat and other products. 
Nevertheless, the amount of sterling exchange available 
in Argentina remains ample to pay for imports from 
Britain, although the latter’s present excellent oppor- 
tunity in the Argentine market—as, indeed, in South 
American markets generally—is partly nullified by the 
wartime rise in prices and the delays in delivery of 
British manufactures, particularly textiles. Thus there 
is a danger that Argentina may be compelled to open 
her doors to cheaper goods from competitive countries, 
and in the meantime orders are already being diverted 
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to the local manufacturing industries. This matter, how- 
ever, is now receiving the urgent attention of the British 
Government and trade organizations. The recent estab- 
lishment of the British Export Council and the prompt 
formation of war export groups in various industries 
have been warmly welcomed in British circles trading 
with South America. 

Reference has already been made to the phase of 
Pan-Americanism. An interesting development in this 
connection, deriving from the recent Panama Confer- 
ence, is the proposed creation of an Inter-American 
Bank, with a capital of U.S. $100,000,000, to be sub- 
scribed by the U.S. Government and all the Latin 
American Republics in proportion to the volume of their 
trade with the U.S.A. during the year 1938. Definite 
assurance of adherence to the scheme, however, has so 
far been received in Washington from only a few of the 
Latin American countries, and a successful outcome of 
the project would appear problematical. Various short- 
term trading credits are understood to have been granted 
by the Export-Import Bank in Washington to sundry 
South American countries. Any large extension in this 
direction, however, like the proposed formation of the 
Inter-American Bank, is assailed in some American 
quarters on account of the unfortunate experiences of 
American investors due to the over-lending in long-term 
bonds during the boom of 1929. 

Considerably greater practical interest attaches to the 
successful operations of central banks in the various 
South American countries, which now operate to level 
out currency fluctuations between times of crisis and 
prosperity and vice versa, and which, by preserving a 
sound credit basis, have enabled those countries to face 
the present international crisis with far greater 
equanimity than in 1914-18. This is particularly true 
in Argentina, where the Report of the Central Bank for 
1929 reveals that emergency finance measures in case of 
a European war were prepared during the crisis of 
September, 1938, and, immediately upon the actual out- 
break of hostilities a year later, the Argentine Govern- 
ment demonstrated its confidence in its own bonds by a 
decision to buy any amount offered for sale. Moreover, 











rediscount facilities, which previously had been unneces- 
sary owing to the abundance of funds, were offered by 
the Central Bank to avoid any reaction in the banking 
sphere, but this offer was taken advantage of to only 
a trifling extent. The Central Bank’s Report refers at 
some length to the extension of bi-lateral compensation 
trade caused by the war which, while it might lead to 
an expansion in trade between one country and another, 
must in general application seriously prejudice inter- 
national commerce because of the ensuing monetary 
complications. The Bank, however, assumes a realistic 
attitude towards this and present-day economic trends, 
and considers the adjustment of Argentina’s monetary 
methods to whatever changes may occur to be a primary 
duty in the interests of the nation’s basic activities. 
Argentina’s imports, it was added, were costing about 
36 per cent. more than before the war, whereas the value 
of exports had risen by only 18 per cent., and these and 
other factors made it advisable to grant credit prudently 
and to maintain bank reserves so as to guard against 
unforeseen happenings. 

The Central Bank explains the circumstances leading 
up to the financial arrangements made with Great Britain 
and France for the payment of Argentina’s exports to 
those countries, with special provisions to guard against 
exchange fluctuations. On October 25, 1939, an Agree- 
ment was made with the British Government by which 
the sterling proceeds of exports to Great Britain are 
deposited in a special account with the Bank of Eng- 
land; whenever the amount exceeds £1,000,000, and 
after making certain customary payments, the excess is 
to be converted into gold and the gold is reconvertible 
into sterling whenever required. A somewhat similar 
arrangement with France provides that sales to that 
country shall be paid for in francs, the amounts to be 
credited to a special account with the Banque de France, 
and the balance of the account to be increased or de- 
creased according to the depreciation or appreciation of 
the franc in terms of dollars; there is also provision that 
the French authorities will permit the conversion into 
dollars of any surplus above a reasonable figure. 

The Annual Report for 1939 of the Banco de la 
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Nacion Argentina also stresses that, in the present inter- 
national emergency, the flexibility of Argentina’s bank- 
ing and monetary situation has enabled the country to 
face the outlook with comparative equanimity. On the 
assumption, however, that there is no absolute assur- 
ance of an orderly continuity of the profitable overseas 
marketing of Argentina’s products, care and prudence 
is urged, business concerns being advised to set aside 
the necessary reserves for possible contingencies and to 
be stringent in their recourse to credits other than those 
that are quite indispensable. The Report of this Institu- 
tion conveys a definite impression of achievement in a 
process of methodical financial consolidation, reserves, 
for instance, showing a substantial increase, whilst 
deposits showed an expansion during 1939 of 32,000,000 
pesos to 1,685,000,000 pesos. 

Economic indices in Argentina are relatively favour- 
able. Poor crops of fine cereals are being compensated 
by higher prices as well as the promise of a good maize 
crop. Following a favourable trade balance in 1939 of 
232,000,000 pesos (against an adverse balance of 
60,000,000 pesos in 1938), the favourable balance in the 
first two months of 1940 was 54,000,000 pesos, against 
46,000,000 pesos in the like period of 1939. Cheque 
clearances in the Buenos Aires Clearing House for the 
first three months of 1940 reached 10,626,000,000 pesos 
against 9,757,000,000 pesos last year. Deposits of share- 
holding banks in the Central Bank as at January 31 
totalled 4,050,000,000 pesos; total loans 3,084,000,000 
pesos, and total cash in hand, 792,000,000 pesos. The 
reserve position of the Central Bank remains very strong, 
the ratio of gold and foreign exchange to note circulation 
and other sight liabilities at end-February, 1940, having 
risen to 78:17 per cent. from 77:45 at end-December last. 
It may be noted that although the Bank’s reserve item 
of “ Gold at Home ” remains static at 1,224,000,000 paper 
pesos, the additional item of “Gold at Home (Extension 
of Exchange Fund)—Gold Abroad and Foreign Ex- 
change ’”’ has risen to 165,000,000 pesos from 84,000,000 
pesos as at June 30, 1939. In the interval the Bank’s 
total gold and exchange reserves have thus risen by 
some 80,000,000 pesos. Illustrating the growth of popu- 
lar savings, deposits in the Argentine Post Office Bank 
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at the turn of the year totalled 144,000,000 pesos, an 
increase during the year of some I1,000,000 pesos. 

The praiseworthy policy of the British authorities 
in spreading their purchases of essential primary pro- 
ducts over various South American countries is leading 
reciprocally to wider demand for British goods and 
increased exchange availabilities in cover thereof. It is 
understood that the extended British purchases include 
wool from Uruguay and Chile; meat, timber, etc., from 
Brazil; and cotton from Peru. As a result, Uruguay 
is now granting more satisfactory exchange quotas in 
cover of imports from Britain, the quota for March, 1940, 
for example, having been raised to £800,000, against 
only £220,000 in February, and £200,000 in January. 

Chile’s imports of British goods during the first three 
months of the war fell away substantially, mainly to 
the benefit of the U.S.A. At the end of March, 1940, 
however, it was announced that the British Government 
had bought wool from Chile to the value of £800,000 
sterling, with the immediate result that the sterling 
exchange position became much easier, inasmuch as the 
proceeds of the wool deal are being used in the purchase 
of goods by Chile from the British Empire. The general 
monetary and credit situation in Chile continues sound 
under the beneficent control of the Central Bank, and the 
increased output of the local manufacturing industries 
is the probable explanation of the steady increase in 
bank advances. 

The position of Peru continues basically sound. The 
reserve position of the Central Bank is strong, and the 
exchange value of the currency steadily improving with- 
out official control. Exports for 1939 reached the high 
total of 381,000,000 soles against 342,000,000 soles in 
1938, and the favourable balance of trade improved to 
126,000,000 soles against 82,000,000 soles. The whole 
question of Peru’s trading relations with Britain is being 
studied in the light of the new situation created by the 
war, and particularly the fact that Great Britain is now 
virtually the sole market for Peruvian cotton. In recent 
years British purchases from Peru have greatly exceeded 
sales to that Republic, and in influential Peruvian circles 
it is felt that more consideration will have to be given 
to British interests. In this connection, the Government 
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of Peru is contemplating the appointment of a trade 
emissary to visit Great Britain in order to discuss matters 
with the authorities. 

There has so far been no definite news regarding the 
creation of a Central Bank in Brazil adumbrated by 
President Vargas a short time ago, although intensive 
economic activity continues in other directions, such as 
in the establishment of a national siderurgical industry. 
The scheme announced in March, 1940, for the resump- 
tion of Brazil’s external debt service at approximately 
one-half of the interest provided in the former Aranha 
Plan was anticipated, in view of the favourable trade 
balance of £10,050,000 sterling in 1939, against only 
£82,000 in 1938. Coffee in Brazil is still over-produced, 
but the fall in the value of coffee shipments is being 
more than compensated by the remarkable increase in 
cotton and other agricultural products. Hence the out- 
look is much brighter than would otherwise be the case. 
Brazil’s maintenance of a large export surplus is also 
responsible for cover being smoothly forthcoming for 
imports, subject to the usual permit, in the foreign 
exchange market, where rates remain steady. So far, 
however, it would appear that the bulk of imports 
formerly supplied by Germany continues to be furnished 
mainly by the U.S.A., local importers stating that trade 
with Britain is hampered by the difficulties of obtaining 
firm quotations and by uncertainties regarding delivery. 

Exchange concessions have been granted in respect 
of interest, profits, dividends, etc., for which purpose 
remittances from Brazil are now being allowed within 
the amount of available exchange. The Bank of Brazil 
recently stipulated that interested parties should deposit 
with the Bank the amount in milreis corresponding to 
the total declared and approved, in order to obtain the 
necessary authorization for remittance in monthly instal- 
ments. It is doubtless due to this ruling that the total 
of non-interest bearing current accounts with the Bank 
of Brazil increased to 1,128,483 contos in February, as 
compared with only 728,825 contos a month earlier, 
whilst cash in hand rose to 588,314 contos from 470,750 
contos. 
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The New Balkan Trading 
Company 
By Paul Einzig 


N April 15 a company was registered under the title 
() of United Kingdom Commercial Corporation, 

Limited. Its capital amounted to £500,000, sub- 
scribed entirely by H.M. Treasury; and its declared 
object was to trade with South Eastern Europe and 
possibly later with other regions. The announcement of 
the company’s formation created considerable stir both 
in this country and abroad. It was heralded as an 
indication that the Government will now embark upon 
a really sweeping trade drive in South Eastern Europe. 
The British Press gave the company a considerable 
amount of publicity, and represented the venture as an 
indication that at last the Government has decided to go 
in for economic warfare seriously. The German Press 
worked up a storm of indignation over the latest move, 
which was presented to the German public as a menace 
to its provision of food. 

Beyond doubt the formation of the company is an 
interesting departure. It is the first time that the Govern- 
ment has become the sole shareholder of a private limited 
company. The only departure which may be compared 
with this latest move was the establishment of the Export 
Credit Guarantee Department some years ago. But 
while that organization is a Government department, this 
new organization is, in outward form at any rate, a 
business firm; and its directors, with one notable excep- 
tion, are business men or personalities holding no official 
position. The exception is Mr. Nixon, head of the 
Export Credit Guarantee Department. 

The reason why the Government decided to depart 
from its traditions by forming this company lies in the 
desire to increase British trade with South Eastern 
Europe. To some extent British imports from that part 
of the world have been increased since the outbreak of 
the war as a result of direct Government purchases, 
pursuing the object of diverting supplies from Germany. 
These purchases have, however, been highly inadequate, 
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largely owing to the cumbersome nature of dealing with 
Government departments. For every transaction it is 
necessary to obtain the approval of at least three depart- 
ments : the Ministry of Economic Warfare, the Treasury, 
and either the Ministry of Food, the Ministry of Supply, 
or possibly the Department of Mines. On occasion it is 
also necessary to obtain the consent of the Board of 
Trade, the Ministry of Agriculture and the Foreign 
Office. When there is anything to be done which 
involves considerations of principle, the matter may 
have to be submitted to the Cabinet. And there are 
various inter-departmental committees which have to 
deal with such matters. All this takes time—far too 
much time. It is said that when an exporting firm from 
a Balkan country makes an offer to the British autho- 
rities the latter take weeks to say “no,” and months to 
say “yes.” 

On the other hand, the Germans have trading organi- 
zations on the spot in every one of the South Eastern 
European countries with full power to buy everything 
they want and to fix terms for payments, deliveries, etc., 
without referring back to Berlin. It is no wonder that 
while the Ministry of Economic Warfare was considering 
various offers the Germans were acting, and securing for 
themselves all the supplies they needed. Progress in pre- 
emptive purchases has been anything but satisfactory, 
and the Ministry of Economic Warfare has earned the 
name of the Ministry of Lost Opportunities. 

The necessity for competing with Germany on an 
equal footing has been obvious for some time. Indeed, it 
is astonishing that the Government did not decide to 
establish a trading organization for that purpose at the 
very beginning of the war. The advantages of such an 
organization are evident. It is in a position to take 
decisions without having to resort to the clumsy and 
cumbersome procedure of a Government department. 
Moreover, it can purchase goods which none of the 
Government departments concerned would wish to pur- 
chase. It can purchase in small quantities while Govern- 
ment departments are only interested in big transactions. 
Above all, it can concern itself with export trade, while 
the Government departments interested in pre-emptive 
purchases concern themselves only with import trade. 
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It is especially in this latter respect that the new organi- 
zation is in a position to render very useful service. Asa 
result of pre-emptive purchase Great Britain is develop- 
ing a strongly adverse trade balance in relation to several 
Balkan states. It is the task of the new company to 
correct this one-sided trend and to increase the sales of 
British goods in South Eastern Europe. 

To a large extent this end must be achieved by means 
of barter transactions. The new company is well in a 
position to combine the sale of British or Empire goods 
with the purchase of Balkan products. By such means it 
is possible to overcome the difficulty caused by the fact 
that the price of many Balkan products is well above the 
world level. To offset this difficulty the company has to 
charge higher prices for exports of much-needed manu- 
factures or raw materials. 

Had some such company as United Kingdom Com- 
mercial Corporation been established before the war, it 
would have been received with a storm of criticism in the 
City. After all, it constitutes an active encroachment by 
the Government upon the preserves of bankers and 
merchants. Even the fact that the company would 
undertake transactions which private interests are un- 
willing or unable to undertake, would not have saved it 
from criticism. After all, the Export Credit Guarantee 
Department was not created with the object of competing 
with banks, and yet in practice it undoubtedly has been 
competing with them. Such considerations fade into the 
background in wartime. It is now generally recognized 
that the Government must depart from its traditions and 
embark upon business activities. Moreover, it is the 
declared intention of the new company to do as much of 
its business as possible through the existing financial and 
commercial firms. 

A much more valid criticism of the new organization 
is that its financial resources are entirely inadequate. 
Half a million pounds cannot carry the company very 
far. It has to operate in six countries, so that the average 
allowed for each of these countries is only £83,000, which 
is barely sufficient to cover one medium-sized transac- 
tion. Admittedly, since the company will operate both 
ways, the proceeds of its sales in South Eastern Europe 
will go a long way towards covering the requirements for 
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its purchases. Even so, the £500,000 seems to be highly 
inadequate for the company’s requirements, if it intends 
to operate on a large scale. It has no additional 
resources or borrowing power, so that once the £500,000 
is exhausted it must depend upon the Treasury’s good- 
will for any additional resources. Judging by past 
experience the prospects of being able to secure addi- 
tional financial resources quickly enough and in suffi- 
ciently large amounts do not appear to be very bright. 
It is no wonder that when the amount of its capital was 
announced the first impression created by the announce- 
ment of its formation became modified to a considerable 
degree. Had the company started with, say, £5,000,000 
at least, it would have impressed the South Eastern 
European countries, and would have produced a favour- 
able political effect. As it was, its favourable effect was 
decidedly moderate, as the countries concerned knew 
only too well that it is none too easy to induce the 
Treasury to put up more funds if necessary. As so often 
before, the Government acted too late in establishing this 
company and when it did act it did not go nearly far 
enough. 


The New Roumanian Budget 
By M. Mititza Constantinescu 


(Minister of Finance, Governor of the National Bank of Roumanta) 


HE preparation of the 1939-40 Budget was 
dominated by international events which grew 
more and more alarming, until they culminated 

at the beginning of September in the outbreak of the war. 
These unfavourable influences made themselves felt in 
two ways: in the first place, the repeated calling-up of 
various military classes and the rearmament expenses 
coupled with the erection of defensive lines, caused a 
general rise in the national defence expenditure; in the 
second place, there was a threat to revenue. However, 
an excess of revenue over the initial estimates is 
assured. 

For the 1939-40 Budget the chief aim is to increase 
all available means with a view to strengthening the 
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national defence—no matter what exceptional efforts and 
sacrifices it requires. The budget is outlined in the 
following table :— 


ROUMANIAN GENERAL BUDGET FOR 1040-41 





(ESTIMATES) 
Revenue esti- Expenditure 
mates for estimates for 
1940-41 1940-41 
(1) (2) (3) 
Ordinary Budget .. - ..  35,542,000,000 35,542,000,000 
Budget of Special Affectations 

Fund .. T,998,992,850 1,998,992,850 
Budget of National Defence Fund 14,285,000,000  14,285,000,000 
Total .. 51,825,992,850  51,825,992,850 

Self-Supporting Services ..  54,627,048,200  54,627,048,200 
Total .. 106,453,041,050 106,453,041,050 


In view of the exceptional requirements involved by 
the ever growing needs of the Army, this budget has 
been drawn up on the following principles : 

(A) So far as ordinary budget is concerned, it has 
been decided to put a check on any new expenditure 
of a purely administrative character, and to allocate the 
greater part of revenue surplus to the needs of national 
defence. 

(B) As to the budget of the National Defence Fund, 
we have doubled the means actually put at the Army’s 
disposal. 

In accordance with these guiding principles ordinary 
expenditure for the current year has been increased by 
3,363 million lei above the last year’s figure. This 
increase can be sub-divided as follows : 


(a) increase in National Defence and Public 

Order expenditure - uy .. 2,365°3 million lei 
(b) increase in the Debt Service a. aS 95-6 
(c) increase on account of reorganization in 

1939 of Public Departments and Services 

and payment of individual obligations 


created by existing laws .. ia a 449:0_ ,, 
(d) increase in Administrative Expenditure, 
proper “a a we és - 4532» - 


Total increase .. 3,363:1 million lei 
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These amounts represent the following proportionate 
increases in various heads of expenditure :— 


28 per cent. increase in Debt Service; 

134 per cent. increase on account of reorganization in 
1939-40 of Public Departments and Services and pay- 
ment of individual obligations; 

135 per cent. increase in administrative expenditure, 
proper; and 

70°3 per cent. increase in National Defence and Public 
Order expenditure. 

The above percentages not only reveal the excep- 
tional efforts at reducing to a minimum the expenditure 
of a purely administrative character—r‘3 per cent. of the 
total budgetary figure of 35,542 million lei—but they also 
throw a special light upon the efforts to safeguard our 
frontiers and our peace. 

To secure fresh revenue to meet the above increase 
in expenditure, we have tried to avoid heavy assessments 
on the taxpayer. Actually, these are not absolutely 
necessary, as we have found in the 1939-40 Budget a 
valuable contribution in the excess of actual revenue 
over the initial estimates. Out of that surplus—it 
amounts to some 2,390 million lei and is the greatest 
surplus of the last five financial years—it has been 
deemed prudent to retain for the 1940-41 Budget only 
2,000 million lei. 

It remains to find other resources in order to meet 
the difference of 1,363 million lei. This sum has been 
provided in the following way :— 

(a) 465 million lei are to be raised by export taxes, 
already assessed in 1939-40, and 

(6) 808 million lei from the taxpayers. 

Thus, out of a total rise in expenditure of 3,363 million 
lei, the taxpayers’ contribution amounts only to 898 
million lei, the rest being met out of means which do not 
involve any new burden on the taxpayer. 

As to the National Defence Fund, whose purpose is 
explained by its title, greater efforts were naturally 
needed than for the ordinary budget. The budget of 
the “Air Force and the Navy National Fund,” was 
raised from 1,704 million lei, as it was in 1939-40, to 
2,285 million lei in 1940-41. In addition we raised the 
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budget of National Defence Fund from 6,000 million lei 
in 1939-40 to 12,000 million lei in 1940-41. 

In order to ensure the widespread participation of all 
sections of the economy in the “ National Extraordinary 
Contribution ”—that is, in order to lighten its burden— 
we have had recourse to the many new sources of 
income. 

In this way, it is considered that the revenue needed 
by the National Defence Fund can be secured by means 
of a direct appeal to those who can best afford to pay. 
Bachelors, State contractors, highly profitable enter- 
prises, consumers of alcoholic drinks, buyers of luxury 
articles, and those who pay taxes on turnover—here is 
an important series of sources capable of yielding 
additional revenue. Equity demands from them the 
patriotic gesture of contributing to the exceptional needs 
of national defence. At the same time, we sought to 
ensure that each man’s share should be as small as 
possible, and that the poorest should be exempted from 
taxation altogether. Thus for the first time in our fiscal 
legislation, immovable property situated in the outskirts 
of the towns, and inhabited by the poor owner, is 
exempted from taxation. Also we have exempted from 
new taxes retired officials and those people whose 
salaries do not exceed 30,000 lei a month. 

Knowing the hardships of the poor, we have 
exempted from new taxes such necessaries of life as 
bread, flour, maize, salt, sugar, meat, tea, coffee, fats 
(animal fat, butter, oil), milk, vegetables of all kinds, 
fruit, tobacco, lamp oil and newspapers. 

Designed to fulfil the needs explained above, the 
1940-41 Budget and its annexes presents the following 
characteristics :— 

1. No new appeal has been made to the taxpayer in 
order to meet purely administrative expenditure; all new 
contributions are made exclusively for the needs of 
National Defence. 

2. The new taxes we have imposed, have been dis- 
tributed as rationally and equitably as possible over the 
various possible objects of taxation. 

3. Exemptions and relief have been extended to all 
contributors whose financial position called for such 
measures. 
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4. Articles of first necessity and popular consump- 
tion have all been exempted from new taxes in order to 
avoid the imposition of a new burden on the poor and 
indigent. 

5. Acts have been passed with a view to fostering 
the liquidation of debts from taxes and fines, in order to 
avoid any possible conflict between the fiscal authorities 
and the taxpayer. 

6. Acts have been passed with a view to pardoning 
by amnesty all merchants and industrialists, liable to 
fines on account of fiscal evasion. We thought it advis- 
able that they should carry on their work, so full of 
risks and difficulties, undisturbed by problems of this 
kind. 

7. We have cut down to a minimum all new adminis- 
trative expenditure, with a view to promoting only such 
expenditure as concerns our national defence. 

Our country’s need for peace and our dignity alike 
require us to make this year a maximum effort to 
strengthen our army and our frontiers. Let us hope 
that we shall be allowed to accomplish undisturbed this 
work of national defence, to which are devoted the 
greater part of the resources of the present budget. 


International Banking Review 


FRANCE 


HE figures of the four leading commercial banks 

for the end of January show a further increase 
of deposits. While, however, the increase was 

Frs. 2,174 million in November and Frs. 4,014 million in 
December, it was Frs. 409 only in January. The explan- 
ation lies in the fact that towards the end of 1939 there 
was an abnormal increase of deposits owing to the whole- 
sale repatriation of French capital. The final date for 
the voluntary repatriations expired on December 31, and 
the movement abated in consequence. In spite of this, 
a further expansion of bank deposits is widely antici- 
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pated. For the volume of deposits is far from having 
adjusted itself to the devaluations of the franc between 
1936 and 1939. While the process of adjustment made 
some progress in recent months as far as the note issue 
was concerned, deposits still lag far behind. It is argued 
that their increase by many milliards of francs would 
not necessarily constitute an inflationary symptom, but 
a natural process of adjustment which is somewhat over- 
due. The method of war financing, on this view, merely 
accelerates the process which would take place in any 
case. 

Savings banks deposits also show a marked upward 
trend. While the average net increase during 1939 was 
Frs. 744 million per month, in January, 1940, it was 
Frs. 874 and in February Frs. 637. 

The authorities are doing their utmost to bring about 
an increase of bank deposits by means of popularizing 
the banking habit in a country where the number of 
banking accounts is still relatively small. Some time 
ago the French Government adopted the practice of 
making payments in excess of Frs. 3,000 only through 
transfers to banking account, thereby forcing recipients 
to open accounts with banks, savings banks, or the Post 
Office savings bank. Salaries in excess of Frs. 6,000 per 
month are also paid exclusively through transfers to 
accounts. 

NORWAY 

Even before Norway became the victim of German 
aggression, her banking system was strongly under the 
strain of war conditions. There was a sharp increase of 
imports requiring an increase of advances. The figures 
of the three leading Norwegian banks (Den Norske 
Kreditbank, Bergens Privatbank, and Christiania Bank 
og Kreditkasse) show a sharp increase in discounts and 
advances during 1939, and also in acceptance credits. 
On the other hand, deposits showed a fairly marked 
decline, while the three banks made use of accommoda- 
tion provided by the Central Bank. The figures of the 
smaller Norwegian banks indicate a similar trend. The 
total deposits of 64 banks, representing some 97 per cent. 
of the balance sheet total of all banks, declined by kroner 
975 million during 1939. During the first two months 
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of this year the decline continued. At the same time, 
rediscounts showed an increase. 

Owing to the suddenness of the German invasion it 
is to be feared that the management of the leading Oslo 
and Bergen banks was unable to evacuate in time, and 
consequently came under German control. For this 
reason, London banks received instructions from the 
Treasury to scrutinize carefully every instruction 
received from Norwegian banks, and to comply only 
if it is certain that offices under German occupation 
do not stand to benefit by the execution of the instruc- 
tions. The position in this respect is much more difficult 
than in respect of Danish banks, which have to be treated 
as banks situated in enemy-occupied territory. 


CZECHO-SLOVAKIA 


The National Bank of Bohemia and Moravia (the 
former Czecho-Slovak National Bank) has published its 
first report under German régime. Surprisingly enough 
the balance sheet indicates a gold reserve, amounting 
to 1,602 million crowns against 2,359 million at the end 
of 1938. The explanation lies partly in the fact that 
some of the gold, to the value of £1,600,000, has been 
blocked for the duration of the war, so that Germany 
is unable to lay hands on it, and partly in the fact that 
the gold seized by the Reichsbank has been replaced for 
bookkeeping purposes by a gold claim against that bank. 
The decline in the amount of the gold reserve is largely 
due to transfers to the Reichsbank, the Slovak National 
Bank and the German-controlled Bank of Issue in 
Poland, in connection with transfers of Czech territory. 
This process of liquidation has not yet been completed. 

The slackness of business is indicated by the sharp 
fall in discounts from 1,437 million to 296 million crowns, 
a fall which can only partly be accounted for by the 
loss of territory. Claims on Germany are shown at 2,105 
million crowns, which fact seems to indicate that the 
National Bank is made to finance heavy German pur- 
chases and occupation expenditure. The decline in the 
note issue was moderate, in spite of the territorial losses. 
The absence of any sharp fall is again attributable to 
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the demands made on the Central Bank by occupa- 
tion authorities, which obtain an unlimited amount of 
notes for their requirements. 


POLAND 


While in Czecho-Slovakia the German occupation 
authorities maintain at least outward forms, in conquered 
Poland they do not trouble about any such niceties. The 
Bank of Poland has been deprived of its note issuing 
right, and its notes are withdrawn from circulation and 
replaced by those of the German-controlled Emissions- 
bank in Poland, organized under the auspices of the 
Reichsbank. The notes of this institution are to become 
the sole legal tender in Poland from May 20. The notes 
will be “secured” by a first charge on all Polish real 
property, to an amount of 3 milliard zlotys. It will be 
remembered that in 1923 the Rentenbank notes were 
secured in a similar way. It is only notes issued for the 
purpose of exchanging old Bank of Poland notes which 
will thus be secured. For any further note issues claims 
on the Reichsbank may serve as security. These claims 
will constitute the bank’s sole “ foreign exchange assets.” 
The new bank began to operate from April 1, from which 
date German notes ceased to be legal tender in those 
parts of Poland which have not been formally annexed 
by the Reich. 


JAPAN 


At the general meeting of the shareholders of The 
Yokohama Specie Bank, held in Japan on March 9, the 
statement and accounts for the 120th half-year ended 
December 31, 1939, were submitted. The statement and 
accounts were approved, a dividend at the rate of ro 
per cent. per annum being declared. In addition, a 
further amount of Yen 1,250,000 was carried to the 
ordinary reserve, so bringing this fund to Yen 
140,900,000. Although the complete figures have not 
been cabled, the above details are sufficient to show that 
the half-year’s working in the difficult times which have 
prevailed, has been very satisfactory. 
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Eastern Banking Notes 
The War and Indian Banking 


HE Reserve Bank of India’s report covering the 

year 1939 throws further light on the monetary 
and banking situation in India in the period 
immediately succeeding the outbreak of war. Although 
money was in fair supply throughout the first eight 
months of the year, the outbreak of war brought a sudden 
demand for cash from the banking system and cash 
balances of the scheduled banks with the Reserve Bank 
dropped by nearly Rs. 8 crores (£6 million) during the 
first week of September, their demand and time liabilities 
declining similarly by Rs. 5:11 crores. By timely open 
market operations, combined with free purchases of 
sterling, the Bank prevented any undue stringency 
arising and by September 21 the call money rate—which 
had risen to nearly 2 per cent. in Bombay—had slipped 
back to 4} per cent. again. No change was made in the 
Indian bank rate, which remained at 3 per cent. through- 
out the year notwithstanding the changes in the Bank 
of England rate. The total expansion of currency in 
India between September and December, 1939, is given 
as Rs. 48 crores against sterling assets (£36 million) 
while the Bank’s Issue Department also purchased 
Rs. t crore of short-dated Rupee Securities and the 
Banking Department holdings of Treasury Bills in- 
creased by Rs. 10 crores in the same period. It will be 
remembered that two factors with which the Bank had 
to deal were the steep rise in commodity prices and the 
considerable speculative activity which developed in the 
share and bullion markets. Great credit is due to those 
responsible for the management of the situation that, 
notwithstanding their preoccupation with the issue of 
Defence regulations relating to the control of Exchange 
and kindred matters, the transition from peace to war- 
time conditions should have been effected so smoothly. 
Other matters to which the report draws attention 
are the continued decline in the total number of share- 
holders on the Bank’s registers and the tendency for the 
Bombay register to acquire shares at the expense of the 
other 4 registers. It is pointed out that the total number 
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of shareholders has decreased by 38 per cent. since the 
inception of the Bank and that this and the concentration 
of shares on the Bombay register militated against the 
principle that the Bank’s shares should be held as widely 
as possible. Legislation to offset this state of affairs is 
urged on the Government. The Bank’s former recom- 
mendation that the stamp duty on inland Bills of 
Exchange should be reduced in order to encourage the 
wider use of Bills has now been accepted by the 
Government, the rate of duty on Usance Bills being 
reduced to 2 annas per 1,000 rupees. The Bank has also 
recently put forward proposals in a Draft Bill to tighten 
up legislation in India on the keeping of reserves by 
banks and kindred institutions and to regulate more 
closely the activities of concerns which accept deposits 
from the public. 

Surplus profits handed over to the Central Govern- 
ment in 1939 amounted to Rs. 5 lakhs as against Rs. 20 
lakhs in 1938. The two most potent factors affecting 
these profits are the amounts of the Reserve Banks’ 
Sterling balances and investments and the level of 
short term interest rates in the London market. Although 
Indian Treasury Bills yielded nearly ? per cent. more 
on average in 1939 as compared with 1938, this was not 
sufficient to offset the less favourable results which were 
obtainable from sterling resources. 


Obituary 


Mr. William Favill Tuke 


The City was deeply grieved to hear of the death this 
month of Mr. William Favill Tuke little more than a 
year after his resignation for reasons of health from the 
board of Barclays Bank. Mr. Tuke passed his banking 
apprenticeship in the sphere of country banking until 
his family firm was amalgamated with a number of 
other private banks to form Barclay & Co. He became 
general manager of the combined institution and later 
vice-chairman before succeeding to the chairmanship on 
the death of Mr. F. C. Goodenough in 1934. During the 
two years in which he occupied the chair, Mr. Tuke won 
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great esteem for his experience. His retirement in 1936 
ended a banking career extending over no less than 54 
years. 


Mr. A. H. Ferguson 

The death occurred on April 5 of Mr. A. H. Ferguson, 
the chief manager of the Chartered Bank of India, 
Australia and China, London. 

Mr. Ferguson, who was 61 years of age, joined the 
Chartered Bank in 1899 and served at a number of its 
Eastern branches before coming home in 1933 to be one 
of the managers in London. He became chief manager 
of the bank in 1935, and his close acquaintance with 
business in the East made him an important figure in 
banking circles in the City, where his keen judgment and 
broad outlook will be very much missed. 


Appointments @ Ketirements 


The British Linen Bank 

Mr. Walter Ritchie, agent at West George Street 
branch, Glasgow, has been appointed manager at Glas- 
gow Office on the death of Mr. James M. Lowe. Mr. 
Ritchie is succeeded as agent at West George Street 
branch, Glasgow, by Mr. Alexander Boyd, agent at 
Charing Cross branch, Glasgow. 

Mr. James A. McCallum, agent at Blythswood 
branch, Glasgow, has been appointed agent at Charing 
Cross branch, Glasgow, and he is succeeded as agent at 
Blythswood branch by Mr. James O. Macgregor, teller 
at Buchanan Street branch, Glasgow. 

Mr. James Manson, agent at Elgin branch, has retired 
and is succeeded by Mr. John Watson, teller at Arbroath 
branch. 

Chartered Bank of India, Australia and China 

Mr. d’Anyers Willis has retired from the chairman- 
ship of the bank and is succeeded by Mr. V. A. 
Grantham, who is closely connected with India. Mr. 
W. R. Cockburn has been appointed chief manager in 
place of the late Mr. A. H. Ferguson. 
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APPOINTMENTS nas 


Lloyds Bank 

On the death of Mr. C. J. Carter, Mr. F. J. Wood 
has been appointed sub-manager of Cheapside branch, 
EL. 

Mr. J. S. Caines, from Sherborne, has been appointed 
manager of Cricklade branch on the death of Mr. 
D. W. L. Richards. 

Mr. H. E. Wootton, from Kidderminster, has been 
appointed to succeed Mr. A. H. Pace as manager of 
Loughborough branch, on the death of the latter. 


Imperial Bank of Iran 


Mr. R. V. Buxton, the new director of the Imperial 
Bank of Iran, whose portrait appears as frontispiece in 
this issue, has had considerable experience of the Near 
East in capacities very different from those of a bank 
director. He was in the Sudan Civil Service prior to 
1g1T, and in the last War, after serving in the Dardanelles 
campaign, he commanded the English Battalion of the 
Imperial Camel Corps which later in the War played an 
important part in Lawrence’s campaign in Arabia. He 
was twice mentioned in despatches and was awarded the 
D.S.O., the Order of the Nile and the Order of the Crown 
of Italy. Later he resumed his duties with Martins 
Bank, which were interrupted by the War, and which 
he still continues in Lombard Street as full-time director 
on the London Board of that institution. He is also a 
director of Anglo-Egyptian Oilfields, the Caledonian 
Assurance Co. (London Board), the London Scottish 
American Trust, the Second London Scottish American 
Trust and the United States Debenture Corporation. He 
was educated at Eton and Trinity College, Oxford, and 
played cricket for Eton, Oxford and Middlesex. One of 
his chief recreations is hunting and last year he became 
Joint M.F.H. of the Bicester Hounds. 


Martins Bank 

Mr. E. E. Cook, hitherto clerk-in-charge, has been 
appointed manager of Holloway Road branch, London. 

Mr. A. W. Johnston, hitherto sub-manager of New- 
castle-upon-Tyne City Office, has been appointed 
manager in succession to Mr. T. F. Punshon, who has 
retired, after 41 years’ service. 

L 
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In our last issue we referred to the appointment of 
Mr. J. H. Morrison as manager of the newly opened 
branch at Clifton; it should be added that this is an 
additional appointment and Mr. Morrison retains the 
management of the Bristol branch. 


The National Bank of Scotland 

Mr. David S. Fraser has been appointed sole agent 
at Kilmarnock branch on the retirement of Mr. George 
Burns, joint agent. 

The death is announced with regret of Mr. A. F. 
Aberdein, agent at Girvan branch. Mr. Archibald F. 
Morse, agent at Lochmaben, has been appointed to 
succeed Mr. Aberdein in the agency. Mr. Alexander A. 
Banks, of the Kelso branch staff, succeeds Mr. Morse 
as agent at Lochmaben branch. 

Mr. David McConchie, agent at Newton Stewart, has 
been put in charge as agent of Wigtown branch as a 
temporary war measure, on the retirement of Mr. R. F. 
Sinclair, agent. 

The Union Bank of Scotland 

Mr. James D. Morrison, accountant at Ardrossan 
branch, has been appointed agent at that branch on 
the retirement of Mr. Thomas K. Cook. 


Books 


EssAys IN MONETARY THEORY. By D. H. ROBERTSON, 
(P.S. King & Son. Price rts. 6d.) 

A DECADE of monetary controversy is summed up in 
this little volume, in which Professor Robertson has 
collected a series of his articles and reviews originally 
published at dates ranging from 1924 to 1939, but mainly 
in the thirties. Diverse though they are in treatment and 
content, they find a connecting link in the author’s 
sincere endeavour to hold the balance poised between 
opposing schools of thought and especially to find a 
bridge between traditional monetary thought and the 
innovations (prompted to some extent by Professor 
Robertson’s own work) of Mr. Keynes. The tempera- 
mental contrast between these two economists, to both of 
whom we owe so much, is brought out delightfully in the 
author’s preface: “In the badinage of correspondence, 
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Mr. Keynes has accused me of being a bad snake, unapt 
at sloughing its old skins; while I have presumptuously 
claimed in reply to be a good glow-worm, shedding its 
feeble light fairly consistently and impartially on all the 
phenomena in its neighbourhood, by contrast with the 
powerful search-light which launches a penetrating but 
distorting beam on a number of different objects in suc- 
cession, obscuring the rest in temporary darkness.” 
Some of the essays are fairly stiff going, others are easily 
conversational, but all are leavened by Professor Robert- 
son’s charm and wit. Who else would have given us an 
essay on “ The State and Economic Fluctuation ” under 
the engaging title of “ The Snake and the Worm ”’? Since 
the monetary discussion of the thirties was dominated 
by the problems of depression, there is little in the 
essays of topical interest at a time when we are grap- 
pling with the menace of war inflation, unless it may be 
discerned in the final item, an account of a visit to the 
Laccadive Islands. We are told that “for months 
together the 4oo-mile double voyage is impossible 
because of the winds, so a large store of rice has to be 
kept on each island under the supervision of a minor 
official called a Karani”—surely a primitive prototype 
of Lord Woolton. Is there, then, perhaps something 
prophetic about the modus operandi of this tropical 
Ministry of Food? “ This rice is not bought for money, 
but is bartered by the Government, at a fixed rate of 
interchange, for the coir or coco-nut hair which is the 
staple product of the islanders and over which the 
Government has a monopoly. This arrangement serves 
as a substitute for taxation, and has many conveniences.” 
Substitute arms for coir and this may prove to be a fair 
description of the British economy in, say, I94T. 

W. M. D. 


A FEDERATION FOR WESTERN Europe. By Ivor 
JENNINGS. (Cambridge University Press. 3s. 6d.) 

_ WHETHER the war has been won and was worth win- 
ning will be decided by the kind of peace which follows 
it. “Il faut en finir.” But there can be no permanent 
solution which either leaves the German people free once 
again to build up offensive armaments or seeks to keep 
the German people in a position of permanent inferiority 
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by means of force. This is the dilemma which is causing 
farsighted people to turn increasingly towards some plan 
for the limitation of national sovereignty such as finds its 
most concrete form in the proposals of Federal Union. 
Dr. Jennings’s book is a detailed exposition of a plan for 
European federation. It should be read by all those who 
habitually associate the words “federation” and 
“utopian.” It is, indeed, a lesson in practical politics no 
less than in constitution-making. It fulfils a double 
purpose: it shows what degree of international govern- 
ment is indispensable for the creation and perpetuation 
of European peace, and it demonstrates at the same time 
that such plans are constitutionally workable. Dr. 
Jennings is not primarily concerned with the immediate 
political prospects of his proposition; nor is he prepared 
to prophesy that the peace conference will find states 
ready to sacrifice a part of their sovereignty. He believes 
in federation as an instrument of European peace and is 
anxious to prove to himself and to the public that the 
plan is inherently practicable. A detailed discussion of 
many of the problems arising out of the project for 
European federation—constitutional, economic, colonial, 
military—culminates in a Draft Constitution, which 
embodies possible solutions to most difficulties. This 
constitution is in no way a definitive document; even the 
author himself has not in every case finally decided 
between possible alternatives—for instance, between 
absolute and concurrent powers for the Federal autho- 
rity in economic matters. The book does not claim to 
be conclusive, it wants to be provocative and it should 
fulfil this purpose. Dr. Jennings says that he has been 
greatly stimulated by the discussions of the Federal 
Union Research Committees; he in turn is now doing 
much to stimulate further fruitful discussion on a matter 
which is in the minds of many people. in 





’MPLOYMENT, WAGES AND INTERNATIONAL TRADE. (Inter- 
national Labour Office: Studies and Reports. 
Series B (Economic Conditions) No. 32. Geneva, 
1940. Price 2s. 6d.) 

A NUMBER of recent books set out to explain, from 
various angles, the problems of economic and political 
reconstitution in the post-war phase, and they offer 
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various solutions. The present volume, which is a close 
study of tendencies in the 1929-1936 period, clearly 
indicates the main elements of international policy which 
must be followed if the world is ever to enjoy a degree 
of prosperity comparable to pre-war conditions. In 
particular, it demonstrates that the removal of restraints 
on international intercourse and the maximization of 
international trade must be the primary aim of the peace. 

The work consists of a study in eight chapters of 
movements in foreign trade in various countries com- 
pared with employment and labour incomes. It analyses 
the effects of international capital movements on prices 
and production, exports and production in relation to 
employment and, finally, the effect of trade restrictions. 
The theoretical conclusions are supported by statistical 
tables and graphs. The main conclusions to be drawn 
from the study are set out in the second chapter, which 
shows that although production is the chief factor 
determining the aggregate real income of industrial 
labour, and although changes in the volume of exports 
are closely related to changes in the volume of produc- 
tion, this relationship does not entirely depend upon the 
proportion of production which is exported. On the 
other hand, it is shown that the leading industrial 
countries which experienced the largest increase in their 
foreign trade, enjoyed also the largest increases in 
employment and labour incomes. 

There is a danger that works of this nature may be 
generally shelved, owing to more pressing matters. It is 
to be hoped that the sponsorship of this study will ensure 
for ita more worthy fate. 

W. W. S. 





GAMBLER’S GLORY. By MICHAEL HARRISON. (London, 
1940: Rich & Cowan. 15s. net.) 

THIS is a biographical study of that amazing Scots- 
man, John Law of Lauriston, who, after founding a bank 
in Paris in 1716 under the name of Law & Company, 
finally became Comptroller of the Finances to Philippe 
d’Orleans, Regent for the young king, Louis XV. Law 
was granted powers to establish a company having the 
exclusive rights of trading along the Mississippi and in 
the province of Louisiana. The object was to restore the 
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finances of France and to make her the greatest trading 
power in the world. Law & Company became the 
Banque Royale. A huge expansion in the issue of notes 
took place, together with wild gambling in the stock of 
the Mississippi Company, culminating in the suspension 
of the Banque Royale in 1720 and John Law’s flight from 
France. The account of John Law’s early struggles, his 
eventual climb to power and subsequent tragic failure 
make an absorbing story. 
A. H. W. 


PUBLICATIONS RECEIVED 


THE TAXATION OF EXCESS PROFITS IN WARTIME. By 
UrsucA K. Hicks. (Manchester Statistical 
Society.) 

In this topical pamphlet (a reprint of a paper 
delivered to the Manchester Statistical Society), Mrs. 
Hicks argues that E.P.T. may already be too high and 
should in any case be used with caution and moderation. 
Hence it may be necessary to supplement this tax by 
other measures to cut down investment and consump- 
tion. Two alternatives discussed are: a tax on excess 
wartime (personal) incomes; and the deferment of profits 
on the analogy of Mr. Keynes’ deferred pay. 


FINANCIAL NEWS BANKING REVIEW. 


THIS annual review takes as its central theme this year 
the impact of war upon the different national economies, 
since it is only against this background that banking 
trends can now be interpreted. In an opening article, 
Mr. W. T. C. King surveys Britain’s war economy, con- 
demning the lack of real planning. Five articles are 
devoted to the purely financial effects and problems of 
the war. Regional surveys discuss France, the 
Dominions and the leading neutrals, while a special 
article is included on the German war effort and 
economic potential. 


COMPANY SECRETARIAL PRACTICE IN SOUTH AFRICA. By 
ALFRED PALMER and S. LicHTt. (London, 1940: 
Longman Green & Co. Price 15s. net.) 


Youll get a 
hearing in 
“The Listener” 


* 


@ AN INTEREST in cultural questions is not confined to any one 
section though, naturally, such subjects make the strongest 

appeal to the more thoughtful of each social class. It is among these 

that “The Listener” circulates, with professional and business men 

making up a large proportion of its readers. 

So if you have a reasoned message and put it in ““The Listener” it 

will be sure of “a hearing’ in an atmosphere conducive to quiet 


thought and reflection. 
For full particulars of Advertising Rates, etc., please apply to: 
Advertisement Director, B.B.C. Publications, 
Broadcasting House, Portland Place, London, W.1. 








I22 
Bank Meeting 





THE BANK OF 


AUSTRALASIA 





RECORD FIGURES 


MR. J. F. G. GILLIAT’S SURVEY 


HE one hundred and sixth annual 

ae neral meeting of the Bank of Austral 

asia was held on March 28 at the office 

of the Corporation, 4, Threadneedle Street, 
London 

Mr. J. F. G. Gilliat (who presided) said 

that the balance-sheet produced a total of 


£56,222,000, an increase of £1,421,000 Over 


last year, and topped the record figure of 
£55,846,000 of two years ago. The increase 
might be said to be entirely of a nature 
which they were most pleased to see, 


namely that of current accounts and fixed 
deposits claiming 
£1,146,000. A healthy sign in the assets 
vas a fall of almost £700,000 in specie, 
Cash balances 

represented 
deposits, as 


current iccounts 


bullion, & to £4,679,000. 

ind Government securitic 

y rid. in the £ of total 
against 7s. in the £ last year, which was a 
highly satisfactory liquid position. The pro 
fit and loss account was favourable. The 
actual trading profit for the year had im- 
proved, and would have shown better 
results had they not been called upon to 
meet no small addition in Australian and 
New Zealand salaries and rates and taxes in 
gencral, the former being higher by £33,000 
ind the latter by £75,000. The directors 
had been able to maintain the final divi- 
dend at the same rate as last year. 


AUSTRALASIAN TRADE UNDER WAR 
CONDITIONS 

It might be reasonable to anticipate that 
as a result of the war both Australia and 
New Zealand would be able to strengthen 
their economic position They both had 
the means to increase their sterling balances 
by the sale of foodstuffs and war materials 
It might not be generally known that Aus 
tralia, from her invaluable source of supply, 
was exporting considerable quantities of 
teel mainly to the East and to this 
country. It must not be overlooked, how 
ever, that in their war effort both Australia 
ind New Zealand would be expending large 
which to some degree would 
previously men- 


sums overseas 


offset the improvement 


tioned It was estimated that Australian 
exports for 1939-40, including gold pro 
duced would be valued at about 
£19,000,000 (Australian pounds) more than 
the corresponding figure for 1938-39. A 


ignificant indication of the trend of events 
in Australia was the figures published in 
the statistical bulletin of the Common- 
vealth Bank Deposits with the trading 
banks in December last had risen to a new 
record of £335,000,000. Over the period of 
a year they had risen by approximately 
£16,000,000. This might be said to be due 


to the improved overseas prices of primary 
products, the strict control of imports, and 
the increased activity of the secondary 
industries within Australia itself. 

Wheat crops generally were satisfactory 
so much so that a supplementary official 
estimate placed the 1939-40 production at 
210,500,000 bushels—one of the 
crops ever produced in Australia, which, if 
the estimate were correct, would exceed 
last year's harvest by 56,000,000 bushels, 

WOOL CLIP AND PRICES 

Wool, upon which Australia relied to a 
large extent for its overseas exchange, was 
realising satisfactory prices. The clip was 
estimated at 3,371,000 bales, which was 
more than last season, taking an average 
price of 13.43d. Australian per pound, the 
value would be £60,000,000 Australian 
The sale of the exportable surplus was 
issured, as in times of war wool was a 
commodity for which there was increased 
world-wide demand. Under the imperial 
purchase scheme the British Government 
had contracted to take all the surplus over 
and above Australia’s own needs. In the 
majority of cases the money was paid in 
London immediately shipment was made 
from Australia instead of waiting some 
time, according to the _ currencies of 
bills drawn, as was the usual practice when 
financing by means of Bills of Exchange 
through the trading banks 

Referring to New Zealand, the Chairman 
said that the latest returns available 
showed just under 32,000,000 sheep. Th 
number of bales of wool produced for the 
921,000, an increase o! 


largest 


€ason 1935-39 was 
66,000 bales over the previous season, ot 
which 900,000 were shipped overseas. Dry 
conditions prevailed in the Dominion in th 
early part of 1939, with the result that 
returns of dairy produce were greatly © 
duced However, following good winter 
rains, the present season should be favour 
able and fodder growth was good. Trad 
generally continued to expand in New 
Zealand and the position with regard t 
New Zealand’s sterling balances was mm: 
proving. 


Their superintendent had sent them 
cable giving the latest information as 
the season's prospects The cable ral 


Seasonal conditions normal, dry in Vi 


toria, South Australia and Western Aus 
tralia, but unusually dry in large portion 
New South Wales where good autumn 
rains are anxiously looked for. There have 
been good rains in Queensland and condi- 
tions there are satisfactory on the whole 
ind in Tasmania and New Zealand also 
The report was unanimously adopted. 
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Bank Mecting 


CHARTERED BANK OF INDIA, AUSTRALIA 
AND CHINA 


CONDITIONS IN 


THE FAR 


EAST 


MR. A. D’ANYERS WILLIS’S REVIEW 


HE eighty-sixth ordinary general meet 
"Ting of the Chartered Bank of India, 

Australia and China was held on April 3 
at the bank's premises, 38 Bishopsgate, E.C 
Mr. Arthur d’Anyers Willis (the chairman) 
presided 

The Chairman, in moving the adoption 
of the report and accounts, said: The busi- 
ness of a bank such as the Chartered, which 
is largely concerned in the financing of 
international trade has perhaps been 
flected to a far greater extent than that 
of many other banking institutions by the 
application of the very proper measures 
which the Government have had to intro 
duce to safeguard the economic and finan- 
cial resources of the country, the Empire 
ind our Allies. The effect of these regula- 
tions has so far not affected the volume 
of our business—as a comparison of the 
figures in the balance-sheet with those of 
the previous year will show. 

There has, however, been a change in 
what I may call the ‘‘ domestic sphere 
I refer to the absorption of the business 
of the P. & O. Banking Corporation, Ltd. 
[his absorption has made it difficult to 
make exact comparisons with the figures 
of a year ago. The grand total of the 
balance-sheet is £67,568,797, an increase of 
ipproximately £7,000,000, and one of the 
largest totals in the bank’s history. 


THE YEAR'S PROFIT 

The profit for the year, after making 
sundry provisions, shows a small increase 
of £3,039 at £338,348, but whereas a year 
io we provided out of contingencies ac 
ount a sum to meet the depreciation on 
Government securities, this year it has been 
charged against current profits. Another 
feature is the increase in taxation, both at 
home and abroad, and I would remind you 
that taxes such as National Defence Contri 
bution and Excess Profits Tax, which have 
been fully provided for, are borne by the 
bank. Also, the profits of many of our 
branches do not come within the reciprocal 
irrangements I have mentioned, and so 
bear very heavy taxation I would also 
ike to remind shareholders that the direc- 
tors last September decided not to deduct 
le full rate of income-tax they could have 
done under the Supplementary Budget from 
the interim dividend, which really meant 
increase in the dividend of 3 per cent. 
het per annum 


his interim dividend absorbed £150,000 
ind it is proposed to pay a final dividend 
the rate of 10 per cent. per annum for 
e half-year to 31st December last 


50,000, to 


+} 


costing 
transfer £35,000 to the officers 


pension fund, and to carry forward the 
ince tf £182,442 


{ 


REVIEW OF TRADING CONDITIONS IN 
THE EAST 

Through our widespread system of 
branches, this bank is well equipped to 
render service in creating and building up 
markets for British goods. 

In India large orders for sandbags were 
placed by the British Government, while 
practically the entire tea crop (including 
that of Ceylon) has been purchased by the 
Ministry of Food. India’s Budget for the 
year 1939-40 resulted in a_ surplus of 
Rs.gt,00,000 and for the coming year the 
Finance Member has budgeted for a small 
surplus, which he hopes to obtain chiefly 
from the Excess Profits Tax now under 
consideration by a select committee. 

In Malaya the increased demand tor 
rubber and tin has completely altered the 
outlook for the producers of these com- 
modities. Indeed, the exports from Malaya 
for the second half of 1939 were valued at 
over £50,000,000, as against a total export 
trade in the full year 1938 of something 
under £68,000,000. 

In spite of such a large portion of China 
being under the control of the Japanese, 
Shanghai still maintains its paramount 
position in Chinese trade. Its total for 
last year was within £5,000,000 of that for 
1936, the last year to be unaffected by the 

China Incident. ’’ Our’ branches at 
Hankow and Canton are practically mori- 
bund for the time being. Produce, includ 
ing silk from South China, somehow filters 
through to Hongkong and is _ financed 
there. Hongkong trade figures have been 
well maintained and local industries and 
business houses in the main have had a 
prosperous year. 


THE BANK'S CHARTER 

After our annual meeting last year there 
was an extraordinary meeting to apply for 
a renewal of the bank's charter. All the 
legal and other formalities in connection 
with this renewal have been successfully 
carried through. It is now in operation, 
and carries us on for a further thirty years, 
until July, 1969 

Before I close I wish to refer to a matter 
affecting myself. I made it known to my 
directors some time ago that I wished to 
relinquish the chairmanship after this 
annual meeting. My colleagues have 
kindly asked me to remain on the board as 
an ordinary director, and, if it is your wish, 
gentlemen, I shall be very pleased to serve 
you in that capacity. (Hear, hear.) 

Mr. Colin F. Campbell seconded the 
motion for the adoption of the report and 
iccounts, which was carried unanimously 
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MERCANTILE BANK OF INDIA 


EFFECTS 


SIR CHARLES 


HE forty-seventh annual meeting of 
Tine Mercantile Bank of India, Limited, 
was held on April 2 in London. 

Sir Charles A. Innes, K.C.S.I., C.I.E., 
the chairman, said that the immediate 
effects of the war on the bank were that 
nearly 50 per cent. of the men working in 
the head office had been called up, that air 
raid precautions had included the pure hase 
of a house in the outskirts of London, and 
that the business of the bank had been 
temporarily slowed up. The bank had been 
appointed an authorized dealer in exchange 
in all the Empire countries in which they 
operated, and at first the regulations issued 
had not been too easy to understand. They 
had now been simplified 

Ihe war had 
banks in special difficulties 


the exchange 
The outbreak 


involved 


of war, for instance, had found this bank 
with many bills outstanding in respect of 
German cargoes. Most of them had arrived 
safely, but some were in German ships 
which had run for shelter to the nearest 
neutral port; others had remained in 
German ports. Some had been intercepted 
by the Allied navies and brought before 
Prize Courts Full provision had_ been 
made for any possible loss in respect of 
those cargoes; in any case it should be 
small. 

rhey had come not unsuccessfully 
through a= difficult time In spite of 


additional expenditure they had been able 
to better results; the dividend was 
maintained at 12 per cent tax As 
to the economic conditions in the countries 
in which they operated, the war had inter 


show 


less 


fered with normal trading and had set up 
entirely artificial conditions It had 
brought a measure of prosperity to most 


the countries 


PRICE OF COMMODITIES 
As regarded the principal commodities 
which they were interested, rubber and 
tin were commodities of great importance 
in war-time, and result of the war 
and also in the case of rubber of the barter 
agreement with the U.S.A., not only had 
a higher rate of release been allowed but 
prices had also improved. In consequences 


of 


in 


as a 


OF WAR 
INNES’ SPEECH 
there had been a return of prosperity to 


Malaya, at any rate for the time being. 
Ihere had been a rise in the cost of living 
and some unrest among Chinese labour 
but generally the Government had kept a 
firm grip on the situation. Ceylon had 
also benefited by the improvement in the 
rubber trade and by the fact that a large 
proportion of the tea crop had been bought 
by the Ministry of Food at a fair price. 
here too, however, there had been labour 
trouble on the estates, and some anxiety 
was felt regarding the future supply of 
Indian labour owing to an_ unfortunate 
dispute between the Governments of Cey- 
lon and India. The speculative activity in 
the jute market communicated itself to 
other markets, particularly those in cotton 
and silver. 

The war had had little effect, except in 
jute manufactures, on exports in the first 
three months of the war, and the combined 
exports of merchandise from India and 
Burma in 1939 had been only 18 crores in 
excess of those of 1938. There was a large 
increase of exports from India in Decem 


ber and again in January, and there was 
no doubt that the great resources of the 


country would be fully utilized for the pur- 
poses of the war. The agriculturist should 
benefit by the better prices he was getting 
for primary products, and it was probable 
that the war would give a further stimulus 


to the development of manufactures in 
India There was not so much leeway to 
make up as in 1914. A rather depressing 
feature of the trade returns of all those 


countries was that increased exports to the 
United Kingdom had so far not been coun 
terbalanced by increased imports from the 
United Kingdom 

When the war was over there would 
probably be a period of trade depression, 
ind it was that contingency which they 
had in mind and which confirmed them 
in the conservative policy which they had 


followed for many years. They would try 
to pay a stable dividend, but their main 
care must be to build up the strength of 
the bank to withstand whatever the future 


might have in store 
rhe report was unanimously adopted 
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More National Provincial Banks 
and their Plans 


By Professor C. H. Reilly 
r | \HIS month we are able to continue, by his ¢ ourtesy 


and initiative in allowing them to be seen for the 

first time, the discussion of further types of plan 
used by Mr. Holden, the architect to the National 
Provincial Bank. 

We will begin with the Coventry building, which, it 
will be seen, is a large one on a tapering site in that city 
and includes besides the banking premises eight shops 
and several floors of offices. It appears it was only by 
buying a much larger site than it required for its own 
business that the bank was able to gain control of this 
important position in the town. Having gained control 
the architect set about, in the interests of his clients, to 
make the position appear more important still by adding 
two great Roman porticos, one at the apex of the site 
and one on the chief flank. These mark the bank 
entrances, but it is undeniable that they also give a muni- 
cipal air to the whole affair. One can imagine any 
stranger to the town asking if this great mass of ‘dignified 
building on so prominent a site, and with its entrances 
emphasized i in this way, were the city’s Town Hall—and 
feeling just a little uncomfortable when he finds the build- 
ing is for a private trading concern. In reviewing these 
facades in THE BANKER of June, 1933, I said, “In a 
more ordered state of affairs, either Fascist or Socialist, 
one can imagine the community setting some check 
upon the forms of architectural expression proper to 
private enterprise. Should the Mr. Selfridge of the 
future, for instance, be allowed to use such regal 
motives as the great columns of Imperial Rome to 
decorate a drapery establishment however vast?’ But 
in the competitive world in which we lived before the 
present war it was certainly allowed and even encour- 
aged, and Mr. Holden was merely doing the best possible 
for his clients in the way of what was and is considered 
discreet and dignified publicity. The bank becomes the 
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owner of a great conglomerate building, with all the 
shops and offices buried within it fully let. And the mass 
itself, with its orderly tiers of windows and the shops 
hidden away as much as possible, and the whole cloaked 
with two great stone porticos, is made to look 
like a municipal or even a state affair. No doubt the 
Coventryites are impressed even if the more discerning 
are a little amused. No doubt, too, it is good business 
for the bank, as well as a very clever achievement well 
within the rules of the game as it was played up to 
September last. 

Let us now look at the plan a little in detail. The 
banking hall, which is a fine oblong space, is placed on 
the less important of the two flanks facing what appears 
to be a narrow street or entry called Grey Friars Lane. 
The other flank, facing the main street, Hertford Street, 
is given up to the shops. Yet clearly the bank must 
appear, and appear importantly, on this street, too. Here 
then there is one of the great porticos leading to a vesti 
bule with lifts to the offices above, and direc tly to one end 
of the banking hall. Even under the portico, though, 
there are two small shops hidden away, one perhaps for 
tobacco and the other for flowers. Let us hope that the 
incongruity of finding them there behind the big 
columns and on either side of the main doors to the 
bank is, in our English way, compensated for by each 
having a pretty girl to serve in it. 

The other great portico at the apex of the site stands 
clear, but even so it has a shop under the columns on one 

side of its entrance and a shop window on the other. 
Such incongruities, like the little lay buildings one some- 
times finds pushed into the aisles of a cathedral, seem 
often el merely picturesque adjuncts doing little 
harm when they are a few hundred years old. 
If new ones, however, were deliberately placed there to- 
day one would have a different feeling about them. In 
years to come no doubt the feeling would pass, and they 
would be pointed to as last survivals of the curiously 
disordered age which preceded and slightly overlapped 
the epoch of wars. To-day, however, we remember the V 
are deliberately planned and placed where they are for 
commercial reasons. Passing by these we find a 
vestibule some ten feet broad and then the public space 
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of the banking hall straight ahead, with the long 
bank counter on one’s left. This oblong banking hall, 
which may well have the pleasant proportions of two 
cubes, is clearly well lit from three big windows behind 
the clerks and cashiers. I have no ‘doubt it is a fine 
apartment. Having done one’s business one can pass 
out at the other end, turning a right angle into another 
similar shaped and sized vestibule out through a further 
portico and past the pretty girls in the little shops into 
Hertford Street. Even if one has no business at the 
bank one can have the pleasure of that walk, which is no 
doubt good for business too. The little consulting rooms 
and waiting room are approached pleasantly and 
privately from the second vestibule. And, stillin the bank 
premises proper but approached from the outside in the 
back street, is a large cycle store, as is no doubt needed 
in Coventry. All this is admirably and effectively 
planned. I am sure the bank has for its use pleasant 
light and efficient premises, and even if they are buried 
in a mass of shops, they are well advertised on the two 
important fronts. 
he Malvern branch, the exterior of which we are 
able to illustrate for the first oe has a long curved 
front. ige to the junction of Grange Road and Church 
Street. Into this curve, as will “4 seen from the plan, 
Mr. Holden has cleverly fitted another curve, the curved 
end of his banking hall. Fortunately, as the windows 
at this end of the hall have to be rather deeply recessed, 
not only to adjust the curves but to allow for the 
columned exterior the architect has indulged in, he is 
able to get at the far end of the hall three other large 
windows on to some yard at the back. Then there are 
the two entrances to manage, for though the bank itself 
is not large enough to require two there are offices over. 
One entrance was easy. That for the offices with its stair 
could be placed in the right position at one end of the 
facade. The other was more difficult. It had, with a 
oy of double columns on the outside, to be in the centre 
of them. It had to enter into a vestibule, and it was 
better that that vestibule should not project into the side 
of the symmetrical banking hall. See, then, how well it 
has been managed. Ultimately it is all due to 
Mr. Holden not starting his range of columns at the end 








130 THE BANKER 


of his site, so that his centre door could be to the side of 
his banking hall. The rest of the space left over on the 
plan he fills up easily enough with consulting and wait 
ing rooms, a little odd no doubt in shape owing to the 
curve of the front; but one does not have to stay in them 
long enough to go mad, as happened, it is said, in the big 
Home Office block in Whitehall with its circular interna! 
court until the rooms were squared up with partitions. 
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THE MALVERN BRANCH PLAN 


[ like very much the rectangular oblong space at the 
side of the banking hall with the stairs down to the 
vaults. It must give an air of spaciousness to the 
interior. What I like less in such a symmetric classical 
interior as this banking hall is the way the bank counter 
nearly, but not quite, bisects the elliptical end of 
the hall. 

The exterior is a nice piece of revived renaissance 
design if that kind of thing is still desired. It turns the 
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corner well and makes a handsome foreground to the 
hills in the distance. It is a little less kind to the beautiful 
church and church tower behind it. I find the piers of 
the attic storey a little heavy over the small coupled 
Ionic columns and a little heavily moulded. What the 
little storey with little windows still higher up means I do 
not know, unless the latter represent store rooms. Archi- 
tecturally they are useful in bringing back the smalle1 
scale again of the ground storey. With regard to that I 
should like to draw attention to the delicately moulded 
heads to the ground floor windows, and especially to the 
entrance door, even if in doing so I[ point the contra- 
diction between the scale of these mouldings and those 
of the attic storey. 

Finally, we have the Ludlow branch. This was illus- 
trated in the July, 1932, number of THE BANKER as 
regards the exterior, but now we have the plan and 
section as well. This is one of those buildings which one 
cannot tell, with a clever fellow like Holden and from a 
small-scale photograph, whether it is a genuine old 
timbered Tudor building, such as Ludlow abounds in, or 
a fake modern one. I think, from the low height of the 
ground floor storey compared with the greater heights of 
the two upper ones, it should be genuine; and then. I look 
at the carved barge boards to the three gables, and to the 
richness of the timber scheme up there, and to the almost 
too balanced yet picturesque arrangement of windows 
immediately under those gables, and I am doubtful 
again. The plan too, with its large unimpeded open 
spaces and thicknessing only in one place for the 
chimney and stack, and the conve niently thick wall just 
in the right place to cut off the bank premises from the 
staircase to the offices on the upper floors, is a little too 
good and too useful to the bank to be old. If it is all new, 
as I begin to think now, Mr. Holden, as will be seen from 
the section, has got his low ground storey only in the 
front part perhaps, again, that part is old—and has 
built a tall, well-lit banking hall at the back. The low 
front part he uses for vestibule and consulting room, and 
in the latter has a great big log fireplace. The bank 
entrance to a large vestibule balances the office one at 
the other end of the front to a similar one with staircase 
straight ahead. The banking hall is square and airy and 
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appropriately panelled in oak, all, I am sure, in the 
ludor manner to match the true or fake Tudor exterior. 
\ detective’s visit to Ludlow to try and run Mr. Holden 
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to earth might be a pleasant holiday affair. He is so 
skilful with his timber work here and at Stratford that 
he would give good sport. 





